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MESSAGE FROM 
THE MINISTER 


Honorable John C. Crosbie, 
Minister for the Atlantic Canada Opportunities Agency 
and 
Minister of Fisheries and Oceans 


It is my pleasure to present the first edition of 


The State of Small Business and Entrepreneurship in Atlantic 
Canada. 


Small enterprises are an important part of the 
economic fabric of this country. They are flexible, easily 
adaptable to changing markets and new technologies and 
require limited capital. This is especially the case in Atlantic 
Canada where small businesses employ more than one-third of 
the people, and account for three-quarters of all the jobs 
created in the decade to 1988. 


Small enterprises are the building blocks which 
will allow the federal government to achieve its goal of national 
prosperity through competitiveness. Atlantic Canada needs 
more new businesses, more entrepreneurs, more new technol- 
ogy and innovation, more skilled workers, and a more outward 
global perspective. To accomplish all of this, we need to create 
a climate which will enable Atlantic Canadians to reach higher 
levels of competitiveness and a stronger sense of future 
economic and social prosperity. 


Helping people succeed in business is central to 
ACOA’s mandate which is why we were happy to sponsor the 
publication of this 1991 edition. 


This report highlights the contributions that 
small business makes to our economy, including a 10-year 
analysis of the trends and dynamics which define its emerging 
role and relationship to other elements of the economy. It 
profiles entrepreneurship, examines the status of 


entrepreneurship education in the school system and provides 
in-depth information on the people who start businesses. 


It discusses the role of the environment and 
public support in helping the small business sector grow and 
presents entrepreneurship as a viable career option for more 
Atlantic Canadians. 


I am sure that people who have an interest in 
small business and entrepreneurship in the Atlantic Region will 
find this report both interesting and beneficial. 


t=< pa Sh HR Me J) 
John C. Crosbie 
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INTRODUCTION 


n the quest to initiate economic development policies for the 

1990s, it has become increasingly apparent that many of the 
assumptions on which governments have built their programs 
over the past 40 years or so are no longer valid. Nowhere is this 
more true than in the case of small, entrepreneurial firms, 
which are now recognized around the world to be an integral 
element in any successful policy mix. This is true for two 
important reasons: small firms, particularly new firms, have 
created almost all the new jobs over the course of the past 
decade; and the entrepreneurial culture that flourishes in small 
firms holds important lessons for the rejuvenation of all sectors 
of the economy. This is especially true in the Atlantic provinces, 
where the need for fresh thinking on economic development 
has never been more urgent. 

Yet, very little is known about small firms. There are so 
many of them, they are all so different, they come and go with 
such dizzying speed and their competence is so extraordinarily 
variable, that most people find it difficult to relate to them. 
There is therefore a strong need to provide a solid knowledge 
base that will enable all the groups that are interested in small 
businesses and entrepreneurship to understand them better, so 
that they can help them more effectively to fulfil their potential. 

For these reasons, the Atlantic Canada Opportunities 
Agency decided to commission a benchmark study that will 
define small business and entrepreneurship in the region, 
outline their potential and place them in the context of the 
greater environment within which they operate. This is the first 
in an annual series; future reports will probe small businesses 
and entrepreneurship to deepen and broaden our knowledge of 
this critical element in the economy. 
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EXECUTIVE SUMMARY 


A TURNING POINT FOR ATLANTIC CANADA 


tlantic Canada has been the focus over a long period for a 

series of determined attempts to eradicate the persistent 
disparity between the economic prospects of the region and of 
Canada as a whole. There is now broad agreement that these 
attempts at regional development have fallen short of achieving 
their ambitious objectives. The good intentions behind regional 
assistance appear to have created a psychology of dependency 
instead of encouraging a spirit of initiative. The challenge now 
is to cultivate that spirit of initiative. 

In the second half of the 1980s, the federal and provincial 
governments in the region started developing a new approach 
to regional development. The philosophical core of this 
approach is a commitment to nurturing the entrepreneurial 
spirit of the people in the region. The emphasis in its prescrip- 
tions is on advice, training and education. There is still a 
significant role for direct financial contributions to economic 
development, of course, but the priority is now shifting to the 
development of people, the most important natural resource in 
a region that has for so long focused on fish, forests and 
minerals. 


The Entrepreneurial Wave 


E ntrepreneurship has come to be seen, in the last decade, as 
one of the most promising routes to greater employment 
and long-term competitiveness. [It should be noted here that 
entrepreneurs and small businesses are not the same thing; 
entrepreneurship implies a commitment to growth that does not 
exist in many small firms, which are quite happy to remain 
small. Yet the resourcefulness and risk-taking associated with 
entrepreneurship mean that it is rarely found in large organiz- 
ations, no matter how committed they are to growth.] 

Small, entrepreneurial firms have taken their place as vital 
contributors to general economic health. Their strengths are 
their flexibility, their resourcefulness, their efficient use of 
limited resources and their sensitivity to the market. Their 
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weaknesses are that they are stretched too thin and often do 
not possess the depth of management or knowledge to compete 
on an even footing with large, multinational firms. In other 
words, small firms function best when big firms find it difficult 
to compete with them. 

Entrepreneurs cannot do it alone, however. They need a 
hospitable and supportive environment, along with the necess- 
ary infrastructure, if they are to flourish. Without a co-operative 
approach that recognizes the immense value of what small and 
entrepreneurial companies have to offer, without the vision to 
see what entrepreneurial small firms can become, the inherent 
weaknesses that so often make young firms falter or fail will 
effectively block the development of a dynamic small-business 
sector. 


Demographics 


 @ ee the past 30 years, the growth in Atlantic Canada’s 
population was just over half Canada’s average of 1.4% a 
year, resulting in a shrinking of its share of the country’s 
population to 8.8% from 10.4%. The lag in the region’s growth 
rate is entirely attributable to migration. Natural population 
growth was almost identical with that of Canada’s over the 30 
years, but Canada gained an average of 0.44% a year from 
migration, while the region lost an average of 0.35% a year. A 
major reason for this migration was the lack of available jobs 
in the region, or at least the perceived lack of opportunity, with 
the result that many of those who left were of working age. 


The labour force 


Der this slower growth in population, the region’s labour 
force grew more quickly than the national average, because 
the participation rate increased rapidly. Since the region’s 
growth in employment matched the nation’s, the net effect of 
these trends was that the gap between the jobless rates in 
Atlantic Canada and the country as a whole, rose from 1.9 
percentage points in 1966 to 4.0 points in 1981, then on to 4.9 
points in 1989. 

One significant reason for this higher incidence of unem- 
ployment is the seasonality of employment. In 1989, the 


seasonal component of employment at its peak was 7% in 
Canada, compared to 17% in Atlantic Canada. Another 
regional phenomenon is the incidence of part-time work, which 
has risen across the country but more rapidly in Atlantic 
Canada. The problem is that much of this part-time work is 
involuntary, particularly in the Atlantic provinces, where 37% 
of the part-timers would prefer full-time jobs, compared to 21% 
in the rest of the country. 

The net effect of these trends is a severe underutilization 
of the work force. This leads, in turn, to an even more serious 
phenomenon: many workers become discouraged and withdraw 
from the labour force altogether because they believe no jobs 
are available. The Atlantic provinces, with only an 8% share of 
the total labour force, account for more than a third of all the 
discouraged workers in the country. If the Atlantic region’s 
labour force were assumed to be based on the same participa- 
tion rate as Ontario’s, for example, the "real" unemployment 
rate based on this hidden labour force and the discouraged 
workers would be 25% in the region. 


Economic Development 


roductivity in the Atlantic region has improved in the past 

25 years, but it is still significantly below that of the country 
as a whole. In the mid-1960s, output per worker in the region 
was less than 73% of the nation’s; by 1986, it had risen to 86%, 
although it declined to less than 82% in the following three 
years. 

The major impetus behind this improvement has been the 
federal government. In 1988, federal expenditures in the 
Atlantic provinces represented 41% of the region’s Gross 
Domestic Product, double the share of the rest of country and 
significantly higher than the federal share in the region of 34% 
in 1961. During the same period the earned income per capita 
increased to only 70% of the national average from 65%. 


Education and Training 
Pores the biggest challenge to the region is to refine the 


education system. Almost half (48%) of Atlantic Canadians 
have difficulty meeting every-day reading demands or in 
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performing numerical operations for every-day purposes. In 
Canada, the corresponding figure is 38% for both numeracy 
and literacy. This low level of basic competence inevitably limits 
the capacity of the labour force to adjust to change. 


THE POWER OF SMALL FIRMS 


mall firms employ more than a third (36%) of the people 

in the Atlantic provinces, and they accounted for three- 
quarters of all the jobs created in the decade to 1988. 

In the country as a whole, small firms accounted for 37% 
of employment in 1987 and 81% of the new jobs created during 
1979-88. Ontario’s small firms employed the smallest share of 
the total workforce in 1987, at 34%, and accounted for 74% of 
the new jobs during the 10 years to 1988. By contrast, small 
firms play a larger role in Quebec and the West, where they 
employed almost 40% of the workforce in 1987 and accounted 
for 90% of the new jobs during 1979-88. 

Small firms in Atlantic Canada are more heavily weighted 
toward micro businesses (those that employ fewer than 5 
people) than the rest of the country; they accounted for 78% 
of all small firms in 1987, compared to 76% in Canada; they 
employed 8.4% of the region’s total workforce in 1987, com- 
pared to 7.8% in Canada. They also accounted for 49% of all 
the new jobs created in Atlantic Canada during 1979-88 com- 
pared to 45% in Canada. 

By contrast, the larger small firms (those employing more 
than 20 people but less than 100) are relatively weak in the 
Atlantic region, generating only 9% of the new jobs, compared 
to 14% in Canada. These larger small firms are critical to an 
economy, because they are generally the most growth-oriented 
and supply the candidates to become significant mid-sized and 
large employers. 

At the other end of the spectrum, the Atlantic region relies 
more heavily than do other provinces on the largest organiz- 
ations for employment growth. They created 13% of the new 
jobs in the Atlantic region but only 9% in Canada as a whole. 

All the real action is in the micro businesses, which 
increased employment by 159% in the Atlantic provinces in the 
decade. That is equivalent to an average annual growth rate of 


XVill 


10%. While that is impressive, it does not match the growth 
rate for these firms nationally, where they increased employ- 
ment by 199%, or an average of slightly more than 111%2%. 

Employment growth rates were significantly slower in 
Atlantic Canada than in Canada. Overall, employment 
increased 23.5% in the region during the decade, compared to 
29.9% nationally. However, firms employing more than 100 
people in the region did almost as well (8.1%) as big firms in 
Canada (8.5%), while small firms grew significantly slower, at 
56% in the region, compared to 73% nationally. 


The market and the funded sectors 


T he funded sector employed one third of the work force in 
Atlantic Canada in 1987, compared to less than one 
quarter in Canada as a whole. [This sector groups all industries 
that do not have to seek revenues in a free market, because 
they are funded by governments: government administration, 
education and health and welfare.] The funded sector, however, 
lags growth rates in the rest of the country by a wider margin 
than the market sector. The funded sector grew 23% in the 
decade in the region, compared to 36% nationally; the market 
sector grew 24% in the region, compared to 28% nationally. 

In the market sector, small firms accounted for 96% of the 
new jobs created in Atlantic Canada during 1979-88. Almost 
half the people who work in the market sector are employed by 
small firms. They easily outnumber the people working in firms 
with more than 500 employees. These big firms, moreover, are 
declining. In 1978, they employed 41% of the market sector 
(very close to the 43% share of small business), but their 
workforce actually declined in the following decade, ending up 
in 1987 with 37% of the employees in the market sector. 

The core of the job-creation process rests with micro 
businesses, which accounted, alone, for almost two thirds of the 
jobs created in the market sector during 1979-88. Canada relies 
less on micro firms, which accounted for 56% of job creation 
during the decade ending in 1988. However, all small firms 
(those employing fewer than 100) accounted for 99% of total 
new jobs nationally, compared to 96% in the region. There are 
two reasons for this: 
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® In Canada, firms with 20 to 99 employees, accounted for 
20% of the market-sector workforce in 1987, having created 
more than 15% of the new jobs during the previous decade. In 
the Atlantic provinces, these firms accounted for the same 
proportion of employment in 1987, but were responsible for 
only 8% of the new jobs in the previous 10 years. 

® Big firms in the market sector (those employing more than 
500 people) shrank by 6.3% in Canada, compared to the 
region’s 2.6%. 


Breakout by industry 


| ie 1987, the goods-producing sector employed 22% of the 
workforce, but it accounted for only 12% of the new jobs 
created during 1979-88. In 1978, the sector accounted for 25% 
of total employment. The principal sources of new jobs to 
replace the jobs lost in the goods-producing sector have been 
the funded sector and wholesale and retail trade. The fourth 
sector, market services, has grown, but less spectacularly. 

The average employment per firm in the goods-producing 
sector fell to 9.9 from 12.6 over the 10 years to 1987. The 
major cause of this trend was the massive influx of new 
businesses, which employ far fewer people. In big firms, 
however, average employment actually rose in all sectors except 
market services. The likely explanation for this is that many of 
the "big" firms in the Atlantic region are regional divisions of 
major companies headquartered elsewhere in Canada. (Firm 
size is determined by their national employment.) In the goods- 
producing sector, the number of big firms declined 17% during 
the decade, while their employment declined 6%. 


A statistical overview of the job market 


T he industries where small firms are most predominant are 
primary (where 85% of employment is in small firms), 
construction (81%) and personal and business services (67%). 
Retail and wholesale trade is the fourth important industry for 
small firms, which employ 55%-60% of the people who work in 
the industry. Trade accounted for 28% of all new jobs during 
the decade, although only 15% of total employment was in that 
sector in 1987. The other major contributor was personal and 


business services, which accounted for 212% of the new jobs, 
despite employing only 13% of the workforce in 1987. 

The importance of small business is abundantly clear from 
their share of job creation in the goods-producing sector, where 
they accounted for 133% of the new jobs (in other words, big 
firms declined by an amount equivalent to 33% of all the new 
jobs created). 


SMALL BUSINESS DYNAMICS 


he Atlantic region was hit harder than Canada as a whole 

by the mini-recession of 1980 but it suffered much less in 
the devastating recession of 1982-83. As might be expected, the 
funded sector is least vulnerable to economic cycles. It went 
against the trend during the recession, when it continued to 
increase employment, even if at a reduced rate. And in the two 
years immediately after the recession, the funded sector grew 
faster than any other sector. The goods-producing sector, — 
however, reacted dramatically to the changing economic 
environment, slashing employment by more than 5% a year 
during the recession and then recovering very slowly until 1988. 

When growth rates are examined for big and small 
employers over the same periods, big employers followed an 
almost identical pattern in the Atlantic region and nationally. 
Small employers everywhere increased their employment more 
rapidly than their large counterparts, of course, but in the 
Atlantic provinces, they grow less rapidly in boom times and 
they cut back their employment less drastically in recessions. 

The progression during the decade was impressive from the 
perspective of small firms. In the three years before the 
recession, they accounted for 48% of all new jobs. During the 
recession, they created jobs while big firms shed them in large 
numbers. Small firms then accounted for 77% of all new jobs 
in the following two years, and 95% in the two years after that. 
Then, in 1988, their share dropped to 63%. 

The reason for the low share of small firms in 1988 was the 
aggressive hiring of big firms that year. As is now well known, 
this hiring binge was substantially reversed in 1989-90, when big 
employers shed labour as fast as they did in the 1982-83 
recession. 
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Births, deaths and survivors 


Y oung firms, rather than small firms, dominated the process 
of job creation in the 1980s. This fact carries an important 
corollary. Young firms are vulnerable and rarely survive very 
long. In fact, the average life of a firm in the Atlantic provinces 
is only 6% years. 

A recent survey found that about 10% of businesses that 
ceased operations in Atlantic Canada in 1987 resulted from 
bankruptcy or receivership; 44% were voluntarily closed or 
suspended by the owner, usually because competition was too 
tight or the profit margin was too small; another 35% were sold 
as going concerns or folded into another business. Other 
reasons include retirement, finding a better opportunity, and 
boredom, to mention just a few of the reasons given. 

In the Atlantic provinces, during the period from 1979 to 
1988, new business ventures amounted to an average of 20% of 
the total number of existing businesses every year. The firms 
that subsequently failed clawed back the equivalent of slightly 
more than three quarters of the new ventures. The net result 
of these large numbers of startups and failures is that the total 
number of businesses in Atlantic Canada increased at an 
average annual rate of 4.5% between 1978 and 1988. About 
70% of the entrepreneurs starting new businesses were in 
business for themselves for the first time. 

In Ontario, the startup and failure rates are lower than in 
the Atlantic region, giving a net gain of 3.8% a year. The higher 
failure rate in the Atlantic provinces is almost entirely attribu- 
table to the experience in the first two years of life in new 
businesses. Failure rates in the Atlantic region are almost 
identical with those in Ontario in the third and subsequent 
years of a firm’s life, but they are much higher in the first year 
(35% compared to 23% in Ontario) and the second year (20% 
compared to 17%4% in Ontario). 

Startups are heavily concentrated in personal and business 
services, which had an average startup rate during the decade 
of 26%, compared to an average of 20% in all industries. 
Personal services are almost solely responsible for the rapid 
growth in business starts, with a startup rate of almost 40% and 


a failure rate of 28%, giving it an unusually large net gain over 
the decade. 
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The impact of all this activity on employment is, of course, 
immense. New business formations created 210,000 new jobs 
during 1979-88, significantly more than the 165,000 created by 
expansions of firms that existed in 1978. Of course, "deaths" 
took away 135,000 jobs because of the high failure rate of new 
firms in their first three years, leaving a net contribution of 
75,000 to new jobs by births and deaths. The net contribution 
from expansions and contractions of firms that existed in both 
1978 and 1987 was slightly higher, at 85,000. 

The picture is, not surprisingly, more volatile in the market 
sector, where new jobs created from births accounted for 176% 
of the total jobs created between 1979 and 1988. Small firms 
formed after 1978 alone accounted for 139% of total new jobs 
in the market sector. Births net of deaths in the market sector 
contributed 60% of the new jobs, compared to 47% overall. 


A demographic profile of the self-employed 


| 1988, almost 165,000 people in the Atlantic provinces 
reported income from self-employment. This represents 
about 18% of the people employed in the region. If the owners 
of incorporated businesses (who are employees of their own 
firms) are included, about 21% of the work force is self- 
employed to some degree. 

For many of them, of course, their business was something 
they did "on the side", while they held down a full-time job. 
Others were turning a hobby into something that could 
generate some cash for them, although they didn’t depend on 
that cash to live. But about 90% earned more than $25,000 a 
year, with almost one third of their total earnings being net 
income from self-employment. 

About 70% of the self-employed people in the Atlantic 
region are aged over 35. Three-quarters are men, which is in 
line with the national situation. The dominant group among the 
self-employed are men aged 35 and over, who constitute about 
half the total. These men earn the highest average income of 
any group - about $34,000 in 1988. The lowest was earned by 
females aged less than 35, whose income averaged about 
$13,700 in 1988. On average, self-employed people earned net 
income of $27,000, including $8,400 from self-employment. 
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WHO WHY AND HOW 


T he new breed of entrepreneurs that is emerging in the 
region is older, better educated and a more ambitious 
group of men and women than their predecessors. Almost two- 
thirds own only one business; 18% have bought or started one 
other business and another 18% have bought or started two or 
more other businesses. 


Personal background 


he average age of the respondents at the time they went 

into business for themselves was 34, but the more recent 
ones are older. Before 1984, 60% of the new owners were less 
than 35, compared to 44% of the total subsequently. Startups 
by people aged 45 or older accounted for 10.6% of the total 
before 1984 and 19.5% subsequently. 

In the most recent period, after 1983, by far the most 
important source of new entrepreneurs, accounting for almost 
half the total in the Atlantic provinces, were executives, 
professionals and people who were previously self-employed. 

Two thirds started their businesses from scratch and almost 
a third inherited or purchased their businesses. The biggest 
motivator for these people was their desire to be their own 
boss. Other insights into the motivations of people going into 
business for themselves: 
® ‘The need to express themselves creatively features promi- 
nently, as does the need to achieve. A major part of the drive 
to succeed is the desire to build something that will last. 

@ Money is not a major motivator, although it is often 
mentioned as something that symbolizes other motivations. 

@ Recognition is not a major motivator. Almost all entrepre- 
neurs have to battle the scepticism of practically everyone they | 
know over their ability to achieve their goals, so they would not 
survive emotionally if they needed recognition. 

Motivations change with time. Successful entrepreneurs 
who have been in business for 15 years are not motivated by 
the opportunity to be their own boss, because they already 
enjoy that. Business becomes almost a game for successful 
entrepreneurs and they expect to have fun with it. Winning, 
challenge and problem-solving feature prominently. They are 
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also committed to "building a lasting organization" and "improv- 
ing the world in some way". 

Just as motivations change with time, so do they change 
with age and sex. Making more money becomes more import- 
ant as people grow older and a sense of accomplishment is a 
more significant motivator for women than for men. 

Finally, entrepreneurs are generally better educated than 
the working population. The proportion of people who had a 
community college diploma or a university degree in startups 
during the late 1980s was 39%, almost double the 22% for the 
working age population as a whole. Equally, less than half the 
entrepreneurs stopped their education when they left high 
school, compared to 70% of the working age population. 


Financing 


tlantic Canadians who start new businesses invest more 

heavily than their counterparts in the rest of the country. 
A national study in 1987 found that 53% of startups involved 
an investment of less than $15,000, compared to only 39% in 
the region. Up to 1983, half the startups in the region involved 
an investment of $18,000; but after that year, the halfway mark 
was reached at $40,000. About 40% of startups receive no 
financial assistance at all. It therefore appears that the region’s 
average investment was skewed in the second half of the 1980s 
by a small number of very large investments, which may be 
attributable to the greater relative availability of government 
grants and loan guarantees. 

There is support for this contention when the source of 
funding for startups is examined. The government is a more 
significant player in the region, contributing to the initial 
investment in 10% of the startups, compared to 7% in Canada. 
An even more important indicator, however, is the lesser 
reliance on personal funds and the "love money" of friends and 
relatives in the region, only 12% of whom invested in startups, 
compared to 23% nationally. Only 76% of the entrepreneurs 
themselves invested their own funds in their startups, compared 
to 82% nationally. Lending institutions funded 54% of the 
startups in the region, compared to 35% nationally. 

As might be expected the smallest startups (which invest 
less than $15,000) use a narrower range of sources of financing 
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than do the larger firms. The smallest ones use an average of 
1.3 sources, compared to almost 2 by the largest. Government 
grants are used by 16% of startups involving an investment of 
more than $100,000, but only 3% of the smallest firms. 


Proclivity for growth 


A recent survey of startups in the region found that employ- 
ment in the firms surveyed had doubled since startup to 
about nine people. This is not spectacular in absolute terms, 
but it is, of course, the secret to the success of small firms; they 
don’t grow by large numbers individually, but there are so many 
of them, the sum is impressive. 

It takes time to grow a business, however. Among firms 
started after 1983, only 8% added 11 or more employees and 
40% either decreased or did not change employment levels. For 
firms started before 1978, 15% added 11 or more employees 
and only 22% did not change or decreased; almost two thirds 
added up to 10 employees. 

In exploring the contributing factors to this growth, by far 
the most important ingredient is qualified personnel. The 
second ranked "success factor" is capital. The entrepreneurs 
also ranked the kinds of assistance they considered most 
helpful: at the top of the list was information (usually relating 
to marketing, the competition, technology developments and 
planning). It is noteworthy that the financial needs are generally 
lower down in the priority list, indicating the high priority 
placed on non-financial assistance in addition to the current 
range of financial programs provided by governments. 


Why small firms fail 


A nother recent survey asked the owners of failed businesses 
why they failed. A quarter said they couldn’t make enough 
money and another 13% said there was too much competition, 
which amounts to the same thing. In other words, about 40% 
(the same as the proportion of voluntary closures) didn’t feel 
the return on their ventures was worth the effort they put into 
them. The other significant reason, accounting for a quarter of 
the failures, were management problems, specifically managing 
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growth and problems with personnel, each of which precipi- 
tated 13% of the failures. 

When the owners of these failed businesses were asked 
what types of assistance they feel would have been useful, an 
interesting picture emerges. Almost half of them recognize that 
they needed training or counselling, which is slightly more than 
the 43% who feel some kind of financial assistance would have 
been most beneficial to their chances of survival. 


ENTREPRENEURSHIP AND EDUCATION 


T he groundwork for a profound examination of the impact 
of the education system on the regional economy has been 
laid with a study called Projet Entrepreneurship Project (PEP). 
This project found that: 

@ More than a third of the students would like to work 
outside the region when they leave school and a fifth would like 
to work in another province within the region. That leaves only 
42% who said they would like to work where they now live. 
Francophone students were more likely than their anglophone 
counterparts to want to stay in their home community when 
they leave school. 

e@ Almost half the students had taken two or three courses 
that have content relevant to entrepreneurship. However, more 
than 40% of the teachers indicated they had not taught any of 
the courses relevant to entrepreneurship. 

Students identified 11 business owners in their social 
circles, 2% of them in their immediate family and 3 among 
neighbours and friends of the family. Only one business owner, 
on average, had talked to them of his or her experiences as an 
owner. Contacts with the world of business were rare, as were 
opportunities to learn about business. Activities that made them 
aware of entrepreneurship as a career were also rated rare. 
The only bright spot was that opportunities to develop entre- 
preneurial qualities at school were afforded "from time to time" 
on a scale ranging from never to very often. 

Few of the students showed any intention of becoming 
entrepreneurs. On average, their intentions toward entrepren- 
eurship were moderately low; about a fifth of the students were 
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very interested, however, expressing strong to very strong 
intentions of becoming entrepreneurs. 

The data indicated a clear correlation between positive 
perspectives of a community’s vitality and willingness to start a 
business there. Also, the more students perceive themselves as 
possessing competence in entrepreneurship, the stronger their 
intentions to become entrepreneurs. 


Towards an Entrepreneurial Curriculum 


he PEP team identified 15 components of entrepreneurship 

and then rated school courses in the region on the degree 
to which they emphasized these components. This rating was 
then expressed as a percentage of the maximum possible rating. 
This exercise was performed separately for elementary, junior 
high and senior school. 

Overall, the senior schools received the lowest rating of 
31%, compared to 43% in elementary and 48% in junior high. 
This was mostly because senior schools pay far less attention 
than elementary and junior high schools to values and general 
life skills; the younger children received an emphasis rating of 
50% to 70% in these areas, compared to about a third in senior 
schools. By contrast, the senior schools placed more emphasis 
on specialized knowledge, which received a rating of 27%, 
compared to 11% in elementary and 24% in junior high. 

Turning to the implementation of these intended curricula, 
teachers feel they are doing a reasonably good job teaching 
values and skills. The components where they feel they are 
performing best are personal qualities, communications, 
critical/creative thinking and decision-making, in all of which 
70% or more felt their teaching was sufficient or very good. 
However, they feel they are less than adequate in teaching the 
components of entrepreneurship that demand knowledge, as 
opposed to personal qualities. The level of enthusiasm is high, 
however, as more than 80% expressed an interest in participat- 
ing in inservice programs for enterprise education. About half 
the teachers in the region believe that entrepreneurship should 
be a compulsory course. 

In terms of the teaching resources available to them, the 
teachers are generally not impressed. 
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The business community s perspective 


B usinesspeople are, as might be expected, highly supportive 
of enterprise education in the schools. They suggested they 
could best become involved in teaching entrepreneurship 
through work experience, which is the method considered the 
least important by teachers. Talking to students and teachers 
ranked third among businesspeople, whereas it ranked close to 
last with teachers. Finally, having businesses profiled on video 
or in case studies ranked fairly low with businesspeople, but 
quite high with teachers. 

The main obstacle, cited by three quarters of the business- 
people, to participation in educational activities was time 
constraints, which militate against open-ended commitments. 
The other significant obstacle, mentioned by 11%, was the 
feeling that their opinions would not be valued by the students. 


The post-secondary perspective 


T o complete the review of the environment for enterprise 
education in the Atlantic provinces, the PEP team surveyed 
13 teacher-training institutions and six community colleges to 
ascertain their interest in and commitment to entrepreneurship. 
The findings showed that education departments of the 
universities were generally not interested in the discipline, while 
the anglophone community colleges were both interested and 
active. It seems fair to conclude that the education departments 
in the universities will not commit themselves to major expan- 
sions of their entrepreneurship programs until entrepreneurship 
becomes a more high-profile part of the school curricula. 


A FRAMEWORK FOR ENTREPRENEURSHIP 


B usinesses in Atlantic Canada are saying that they no longer 
consider the priorities of governments in its dealings with 
business to be those issues that have been emphasized in the 
past, namely direct financial assistance and an aggressive 
procurement policy that favours local business. Instead, they 
would like to see programs that help them with developing 
human resources and with promotion of trade and investment. 
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Newfoundland businesses have expectations of governments 
that are significantly higher, with 72% ranking government 
support as very important, compared to 55% in the other three 
provinces. Government procurement was ranked as very 
important by only 52% of businesses in Newfoundland, com- 
pared to 29% in the other three provinces. 


Human resource development 


lose to half the region’s businesses (42%) report at least 

one occupation in which they had a current or expected 
shortage of skilled employees. Another 10% reported a second 
occupation in which shortages are looming. Almost all these 
shortages were current (73%) or expected to occur in the 
subsequent 12 months (12%). 

There was little agreement on the best solution to the 
shortage of skilled workers. More than a quarter could not 
identify any useful steps that could be taken. For the most part, 
they suggested more of what already exists: more and better 
training programs, co-operative training between educational 
institutions and businesses and more education. 


The road ahead for entrepreneurship 


wn this perspective in mind, the ultimate purpose of 
programs designed to assist the development of entre- 
preneurship can be delineated as follows: 

@ to increase the number of people in the region who have 
the motivation and competence to start a new business; 

® to increase the rate of new business formation; 

® to increase survival and growth rates of existing businesses; 
® to enhance general economic growth through job creation, 
job preservation, innovation, import substitution, export 
development and wealth creating activity. 

Elements of a new wave of entrepreneurship are already 
in place in Atlantic Canada. This report demonstrates the need 
for entrepreneurship development as a primary tool in the 
economic development of the region. And it shows the first 
signs of an emerging consensus between government and 


business on the priorities for this new approach to economic 
development. 


CHAPTER 1 
A TURNING POINT FOR 
ATLANTIC CANADA 


T he population of the Atlantic provinces grew more slowly 
than that of Canada in the 1980s, but the region managed 
to match the national pace in employment growth. This would 
be highly encouraging except that the labour force grew more 
quickly in the region than it did in the rest of the country, so 
the unemployment rate soared to record heights. 

Behind this simple equation, there is a complex history of 
determined attempts to eradicate the persistent disparity 
between the economic prospects of the region and of Canada 
as a whole. Despite the billions of dollars spent on regional 
development, the unemployment rate is higher than the nation’s 
by a record amount. There is now broad agreement that these 
attempts at regional development have not only fallen short of 
achieving their ambitious objectives, but they may, in fact, have 
created new difficulties that are sometimes as problematic as 
the problems they were attempting to solve. 

One of the major reasons for this predicament is that the 
regional development policies implemented in the past two 
decades did not always take sufficient account of the attitudes 
that have developed in this region, nor did they always correctly 
anticipate human responses to externally imposed initiatives. 
The good intentions behind regional assistance appear to have 
created a psychology of dependency instead of encouraging a 
spirit of initiative. The challenge now is to cultivate that spirit 
of initiative. In a region where the universities enjoy the highest 
enrolment of full-time undergraduate students in Canada, the 
work force labours with the poorest educational achievements 
in the country. The region’s best and brightest have been going 
away to other regions and other countries for too long, making 
it that much more difficult for those who stay to lift the region 
out of its slide beneath the Canadian average. 

In the second half of the 1980s, the federal and provincial 
governments in the region started developing a new approach 
to regional development. The philosophical core of this 
approach is a commitment to nurturing the entrepreneurial 
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spirit of the people in the region. The emphasis in its prescrip- 
tions is on advice, training and education. There is still a 
significant role for direct financial contributions to economic 
development, of course, but the priority is now shifting to the 
development of people, the most important natural resource in 
a region that has for so long focused on fish, forests and 
minerals. 

In this chapter, we will examine the entrepreneurial wave 
that is rolling over Atlantic Canada as it is elsewhere in the 
world. Then we will review the demographic and economic 
backdrop to this revolution in economic development, delineat- 
ing the problems that have bedeviled the region in the past and 
outlining the challenges that lie ahead. Later chapters will 
describe how small businesses and entrepreneurs are already 
creating new opportunities and most of the new jobs; subse- 
quent chapters will look at the profile of entrepreneurs in the 
region and at the educational system that forges the attitudes 
of the region’s inhabitants. 


The Entrepreneurial Wave 


EK ntrepreneurship has come to be seen, in the last decade, as 
one of the most promising routes to greater employment 
and long-term competitiveness. The last decade has witnessed 
the beginnings of an appreciation for entrepreneurs and small 
businesses, if only because it is indisputable that they have 
accounted for most of the new jobs created (see next chapter). 
[It should be noted here that entrepreneurs and small busi- 
nesses are not the same thing; entrepreneurship implies a 
commitment to growth that does not exist in many small firms, 
which are quite happy to remain small. Yet the resourcefulness 
and risk-taking associated with the word mean that it is rarely 
found in large organizations, no matter how committed they are 
to growth.] 

Despite the manifest achievements of entrepreneurial small 
firms in creating most of the new jobs in the past decade, how- 
ever, there is still some uncertainty over the quality and durabil- 
ity of these jobs. There are some who argue that small busi- 
nesses tend to create low-paying, low-tech jobs with few spin- 
offs in related employment. Others argue that the high failure 


rate of small firms will ultimately diminish or even reverse the 
process of small-firm job creation that has been so successful 
during the 1980s. Still others argue that the solution is to make 
large organizations more entrepreneurial so that they can 
reclaim the pre-eminence in job creation that they enjoyed for 
a good part of this century. 

Many of these arguments miss the point of entrepreneur- 
ship, which is more a way of looking at the world than a 
business technique. Many of the so-called "bad jobs"! are 
created in small firms because they are better equipped to 
manage service businesses with low profit margins; that doesn’t 
mean small firms create bad jobs, only that they are responding 
to market demands that big firms cannot meet. There are also 
many small firms that are creating "good jobs" in manufacturing 
and high technology firms; these firms have been slower to 
make their mark, however, because they have had to acquire a 
significantly greater level of sophistication in the management 
of their enterprises in order to succeed. 

That sophistication is coming, although there will always be 
important differences between the potential of small and big 
firms. The strengths of entrepreneurial firms are their flexibility, 
their resourcefulness, their efficient use of limited resources and 
their sensitivity to the market. Their weaknesses are that they 
are stretched too thin and often do not possess the depth of 
management or knowledge to compete on an even footing with 
large, multinational firms. In other words, small firms function 
best when big firms find it difficult to compete with them. 
These situations are becoming more common now, but it is not 
helpful to project big and small firms as mutually exclusive 
alternatives; they each have a vital role to play in developing 
the economy and supporting each other. The trend toward 
downsizing in big firms is really an attempt to focus on what big 
firms do best, leaving peripheral or supporting activities, and 
sometimes even innovation, to smaller, independent firms. 
Smaller firms are responding to the opportunities enthusiasti- 
cally; as global markets intensify international competition, they 


1Source: Ibid. Good Jobs, Bad Jobs: Employment in the Service Economy, prepared 
by the Economic Council of Canada 
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are grabbing the opportunities presented and are making 
enormous strides. 

This doesn’t mean that big and small firms operate in 
environments that exclude each other, however. There is a 
growing demand for entrepreneurial management and leader- 
ship in big as well as small firms, and there’s room for both to 
take up the challenge. Small firms will never run electrical 
utilities but they may run small distribution networks, metering 
services, energy-conservation programs or develop new sources 
of energy. Their status as "junior" players is history. The power 
of the personal computer, a quantum leap in government assist- 
ance, and a huge inflow of talented new men and women who 
want to become entrepreneurs have all played their part in 
developing the management competence and access to relevant 
knowledge in entrepreneurial small firms. As the inherent 
weaknesses in small firms are minimized by the array of 
assistance and support services that has grown in leaps and 
bounds in the last decade, entrepreneurs will progressively take 
a greater role in the creation of "good jobs". It is a question of 
the sequence of evolution, not alternatives. 

It is important to appreciate that the small-business 
revolution in most of the developed economies during the 1980s 
was the beginning of a process of education. The successful 
economies of the 1990s and the first decade of the next century 
will have a dynamic cohort of entrepreneurs who will possess 
business skills matching those of many large corporations today. 
It is perhaps understandable that people cannot imagine such 
a state of affairs, given the high failure rate in small firms 
today, but this is a reflection of two trends: many neophyte 
entrepreneurs are cutting their teeth as they learn on the job; 
and the rapid pace of change in markets everywhere is creating 
a greater flow of innovative products and services, many of 
which fail. Any innovative product inevitably contains the seeds 
of failures and abandoned ventures in the process of refining 
both the products and the techniques of new-venture develop- 
ment in both big and small companies. Many of these failures 
give birth to better entrepreneurs or to subsequent, more 
successful versions of the same idea. 

Entrepreneurs cannot do it alone. They need a hospitable 
and supportive environment, along with the necessary infra- 
structure, if they are to flourish. This extends to the attitudes 


toward them of governments, the educational system and large 
private-sector businesses. Without a co-operative approach that 
recognizes the immense value of what small and entrepreneur- 
ial companies have to offer, without the vision to see what 
entrepreneurial small firms can become, the inherent 
weaknesses that so often make young firms falter or fail will 
effectively block the development of a dynamic small-business 
sector. 

There is still much to do, however, to help entrepreneurs 
sharpen their business skills, as will become apparent later this 
chapter, in the section The non-competitive trap. The study 
referred to in that section? concluded that "small-firm manage- 
ments are not only limited in breadth but also in depth....Most 
small-firm managers do not perceive that their companies are 
lacking in quality of skills partly because they themselves are 
part of the low skill syndrome." The areas where these 
weaknesses are most prevalent are production skills and 
marketing. 

It is important not to misunderstand these alarms, however. 
Entrepreneurs have not traditionally been the type of people 
who study to acquire all the skills they need before they embark 
on a new venture. They are, by circumstance or by necessity, 
people with a bias for action, who jump on opportunities and 
struggle to acquire the necessary skills as they go along. There 
is a role for governments to play in initiating a supportive 
environment in which entrepreneurs can be helped to recognize 
their own needs as early as possible. This is a process quite 
unlike a subsidy to build a plant. It is an investment in people, 
just as education is. It is an investment that has the potential to 
deliver huge dividends in a dynamic economy and new jobs. 

As the following sections will show, the need for a fresh 
approach to regional development has never been stronger. A 
combination of demographics, adverse developments in the 
labour force, declining productivity and an uncompetitive 
culture are depressing the region’s economic performance, 
which is once again slipping further behind that of the country 
as a whole after a brief period of promising progress. 


2Small Manufacturing Competitiveness and Performance: An analysis of matched pairs 
in Nova Scotia and New England 
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Demographics 


opulation growth rates have eased steadily downward in 

Canada since the 1960s, but the decline has been even 
more rapid in the Atlantic provinces. The population of 
Atlantic Canada grew at an average of less than 0.4% a year in 
the 1980s, compared to almost 1% a year in the 1960s, as Chart 
1.1 shows. Over the 30 years, Atlantic Canada’s growth was just 
over half Canada’s average of 1.4% a year, resulting in a 
shrinking of its share of the country’s population to 8.8% from 
10.4%. 


Chart 1.1 ° 
Population growth is slower in Atlantic Canada 
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3 Source: Statistics Canada, CANSIM data base 


The lag in the region’s growth rate is entirely attributable 
to migration. Natural population growth was almost identical 
with that of Canada’s over the 30 years, but Canada gained an 
average of 0.44% a year from migration, while the region lost 
an average of 0.35% a year’. 

A major reason for this migration was the lack of available 
jobs in the region, or at least the perceived lack of opportunity, 
with the result that many of those who left were of working 
age. This phenomenon shows no sign of abating; in a study 
conducted for Projet Entrepreneurship Project (PEP), more 
than a third of Grade 12 students in the region said they 
expected to seek work outside the region when they completed 
their schooling. This has skewed the region’s age structure, 
which is now slightly more heavily weighted with retired people 
and significantly more heavily weighted with young people less 
than 25 years old; almost 40% are younger than 25, compared 
to 36% nationally. 

A second effect of the paucity of jobs has been that cities 
have exerted a much weaker pull for people living in rural 
areas. As a result, in 1986, almost half of Atlantic Canadians 
lived in rural areas (defined as areas having fewer than 1,000 
people living in them), compared to 21% nationally. The 
rural/urban split in Canada hasn’t been at 50% since 1941. 


The labour force 


ompared to the rest of the country, a smaller proportion of 

Atlantic Canadians of working age have entered the labour 
market. The reasons for this are varied; they include the lack 
of available jobs and the greater proportion of people living in 
rural areas, where two-income families are less common. The 
participation rate has been increasing nonetheless, although 
always with a lag of several years behind the rest of the 


4Source: A Profile of the Labour Force in Atlantic Canada, prepared by the 
Canadian Labour Market and Productivity Centre for the Atlantic Canada Oppor- 
tunities Agency. October, 1990. 


5 Source: New Directions in Enterprise Education: A Research Venture with a Vision 
for Atlantic Canada, For more detail, see Chapter 5. 
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country. In the 1980s, however, this changed. The participation 
rate in Atlantic Canada increased twice as fast as it did in the 
rest of the country, as Table 1.1 shows. 

The driving force behind this trend was women, who were 
responsible for virtually all the increase. Their participation rate 
increased at an average annual rate of 2.6% during 1975-81 and 
2.1% during 1981-89. This compares with rates of 2.6% and 
1.4% in the rest of Canada. 


Table 1.1 ° 
The road to high unemployment | 
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tNotes: The participation rate is the percentage of the working age population that are looking 
for or have a job. 


The effect of this surge in the participation rate was to 
make the region’s labour force grow more quickly than 
Canada’s even though its population of working-age people was 
growing more slowly. In the previous 15 years, from 1966 to 
1981, the region’s labour force grew much more slowly than 
Canada’s, averaging 2.8%, compared to 3.4% nationally. 

With this rapidly growing labour force, the region per- 
formed creditably in creating new jobs, expanding employment 
at the same rate as Canada during the 1980s. This represented 
a significant improvement over the previous 15 years, when 
employment growth was considerably slower in the region. 


Source: Historical Labour Force Statistics, Statistics Canada, 1989 


The net effect of these trends in employment and the 
labour force was that the gap between the jobless rates in 
Atlantic Canada and the country as a whole, rose from 1.9 
percentage points in 1966 to 4.0 points in 1981, then on to 4.9 
points in 1989, as Chart 1.2 shows. 
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The region tends to improve its relative position during 
recessions, which do not hit employment as hard in the Atlantic 
region as they do in Canada as a whole; by the same token, the 
subsequent recoveries are much slower in the region, leading to 
a sharp jump in the disparity between national and regional 
unemployment rates. After the 1981-82 recession, the worst 
disparity was in 1985 and 1986, when the country was booming 
but the region’s recovery was still gaining momentum; in those 


7§ource: Historical Labour Force Statistics 


A TURNING POINT FOR ATLANTIC CANADA 9 


years, regional unemployment was 15.7% and 14.9% respect- 
ively, or about 5.3 points above Canada’s rate. 

With these levels of unemployment it would be reasonable 
to assume a significant proportion of more or less permanently 
unemployed people, but this is not the case. For most of the 
period since the 1981-82 recession, the average duration of 
unemployment for individuals looking for work has in fact been 
less in the region than in Canada as a whole. The problem in 
the region is that a much greater proportion of the labour force 
is unemployed for at least part of the year. In 1989, 38% of the 
labour force experienced a bout of unemployment in Atlantic 
Canada, compared to 22% in Canada. Since 1981 the incidence 
of unemployment has not gone below 35% of the labour force 
in the region, while it has declined steadily from 32% to 22% 
in Canada. 

One significant reason for this higher incidence of unem- 
ployment is the seasonality of employment. In 1989, the 
seasonal component of employment at its peak was 7% in 
Canada, compared to 17% in Atlantic Canada®. This is a 
considerable improvement for Canada, where the seasonal 
component has fallen from 10% in the 1960s; in the region, 
however, the situation is largely unchanged, having fluctuated 
consistently around 18%. 

The main sources of seasonal employment are the fisheries, 
tourism, agriculture and summer jobs for students; and the 
whole process is enlarged by the off-season subsidization of 
seasonal workers through the unemployment insurance pro- 
gram, which makes it easier for employers to attract seasonal 
workers. | 

Another regional phenomenon is the incidence of part-time 
work, which has risen across the country but more rapidly in 
Atlantic Canada. Part-time work accounted for 18% of the jobs 
created in the decade, or double the national average. Nation- 
ally, it reached 15% of total employment in 1989, up from 9% 
or 10% in 1975. The problem is that much of this part-time 
work is involuntary, particularly in the Atlantic provinces, where 
37% of the part-timers would prefer full-time jobs, compared 
to 21% in the rest of the country. One fifth of the jobs created 


8Source: A Profile of the Labour Force in Canada 


in the decade were involuntary part-time jobs, held in unusual 
numbers by women aged over 25. 

The net effect of these trends is a severe underutilization 
of the work force. This leads, in turn, to an even more serious 
phenomenon: many workers become discouraged and withdraw 
from the labour force altogether because they believe no jobs 
are available. This tendency is most common in the Atlantic 
provinces, which, with only an 8% share of the total labour 
force, accounts for more than a third of all the discouraged 
workers in the country. One survey estimates that 4.5% of the 
region’s labour force® is excluded from the official totals 
because they have become so discouraged they no longer 
describe themselves as seeking employment. If this lost poten- 
tial of the labour force is added to the working hours lost by 
involuntary part-time or seasonal workers, the total underutil- 
ization of the regional labour force would be 6.7% over and 
above the official unemployment rate of 12.4% in 1989. At the 
national level, the discouraged-worker gap is only two percen- 
tage points. 

Even this may understate the problem. If it is assumed the 
relatively low participation rate reflects the rural conservatism 
of the region and the lack of available jobs, to the extent that 
the second of these trends is true, there is a "hidden" labour 
force which does not emerge even in employment surveys. If 
the Atlantic region’s labour force were assumed to be based on 
the same participation rate as Ontario’s, for example, the "real’ 
unemployment rate based on this hidden labour force and the 
discouraged workers would be 25% in the region”. This level 
of underutilization is demoralizing enough; for governments, it 
holds the additional danger that the official unemployment rate 
does not respond to employment increases quickly. Whenever 
employment grows, people who are not even in the labour 
force come out of the woodwork, causing the labour force to 
grow rapidly and leaving the unemployment rate floating high. 
After the last recession, employment grew at the same pace in 
Atlantic Canada and the rest of Canada, but the unemployment 


%Source: A Profile of the Labour Force in Atlantic Canada, based on the Survey of 
Job Opportunities, prepared by Statistics Canada. 
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rate fell by 50% in Ontario, compared to only 21% in the 
region. 

In the recent past, the principal means of combatting the 
effects of such a severe underutilization of the labour force has 
been transfer payments through unemployment insurance. In an 
average month in 1989, 11.4%" of the working age population 
in the region received unemployment insurance benefits of 
some kind; this compares with 4.5% for the country as a whole. 
In Newfoundland, 18% of the labour force received some UI 
benefits in a typical month, while workers in the other prov- 
inces in the region relied somewhat less heavily on the program 
- 14% in Prince Edward Island, 11% in New Brunswick and 8% 
in Nova Scotia. 

UI payments bear a strange relationship with unemploy- 
ment. In an average month in 1989, there were four UI 
beneficiaries for every three people unemployed. This is not as 
illogical as it seems at first sight. Some beneficiaries are not 
required to look for a job because the UI Commission knows 
there are none available, so they are counted as out of the 
labour force in employment surveys even though they are 
receiving benefits; also, people on unemployment are allowed 
to earn up to 25% of their weekly benefit without penalty, so 
they would be counted as employed. 

There is no dispute as to the importance in human terms 
of these transfer payments to the region. In some areas, 
particularly in Newfoundland, they are indispensable. There is, 
however, a growing debate over the long-term effects of the 
infrastructure of federal transfer payments. The evidence is 
strong that the regional labour force has developed a psychol- 
ogy of dependency and there is growing consensus that the 
region should be encouraged to develop independence from 
federal transfers. 

This is the context for the switch to entrepreneurship 
development in the region. This offers solutions for the 
discouraged workers as well as local solutions to regional 
problems. 


"Source: A profile of the Labour Force in Canada, based on Unemployment 
Insurance statistics and Historical Labour Force statistics, prepared by Statistics Canada 
and retrieved from CANSIM 


Economic Development 


| Eire in the Atlantic region is significantly below that 
of the country as a whole. The federal government recog- 
nized the importance of closing this gap in the 1960s and 
embarked on a series of regional development programs. The 
efforts and the financial aid expended in this effort have been 
considerable and, although the results have not met expecta- 
tions, there has been some significant progress, as Chart 1.3 
shows. 
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In the past few decades, the Atlantic region has narrowed 
the productivity gap with the rest of the country. In the mid- 
1960s, output per worker in the region was less than 73% of 


12Source: Provincial Economic Accounts and Historical Labour Force Statistics, 
prepared by Statistics Canada and retrieved from CANSIM 
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the nation’s; by 1986, it had risen to 86%, although it declined 
to less than 82% in the following three years. The region 
generally grows much less spectacularly than the rest of the 
country in the frantic booms that so often precede a recession, 
but it loses less ground during recessions, which improves its 
relative productivity, as Chart 1.3 shows. On average, output 
per worker grew 8.6% a year during 1966-89 in the region, 
compared to 8.0% in the rest of the country. 

A major impetus behind this improvement has been the 
federal government. In 1988, federal expenditures in the 
Atlantic provinces represented 41% of the region’s Gross 
Domestic Product, double the share of the rest of country and 
significantly higher than the federal share in the region of 34% 
in 1961'°. In 1988, federal spending in the region was 131% of 
the national average, while federal receipts from taxation were 
69% of the national average. High as this net inflow of funds 
was, it had in fact decreased significantly since 1981, when 
federal spending in the region was running at 154% of the 
national average and accounted for 51% of the region’s GDP. 

Inevitably, this powerful input to the regional economy has 
benefited incomes more than production, if only because so 
much of it is transfers to individuals. Per capita income in the 
Atlantic provinces grew to 78% of the national income per 
capita in 1988 from 69% in 1961. However, transfer payments 
by the federal government accounted for more than a fifth’ 
of this increase of nine percentage points. Unemployment 
insurance payments alone accounted for 20% of total wages 
and benefits in 1988. During the same period the earned 
income per capita increased to only 70% of the national 
average from 65%. 

It appears, therefore, that federal policies have helped 
bolster income levels in the region, but they have not solved the 
underlying problems of productivity, job creation and unem- 
ployment. Only a third of Atlantic Canadian businesses have 
received direct financial assistance from one or more levels of 
government and these are heavily concentrated in the resource 
and manufacturing industries, where three quarters and two 


13Source: Ibid. 


“Source: ACOA: Transition to Maturity, by Donald Savoie, 1991 


thirds of the firms respectively say they have received direct 
financial assistance’. Direct financial assistance has also gen- 
erally been skewed to bigger firms in the past. The federal 
government will continue to play a central role in the economic 
development of the region, but that role is changing as the 
government re-orients its spending toward non-financial 
development support. 

It is important to understand the root causes of the 
economic state of the region. There are a number of possible 
causes of the productivity gap, including under-investment in 
the region’s enterprises and its industrial structure. The level of 
investment can be measured by dividing the capital shown on 
the balance sheets of businesses in the region by the number of 
workers, to obtain the capital stock per worker. It turns out 
that investment is a strength rather than a weakness in the 
region, because the region’s capital stock per worker in 1988 
was 5.5% greater than the rest of the country’s'®. In manufac- 
turing, capital stock per worker in the region is 30% above the 
comparable figure for the country. 

The industrial structure is more complex. Regional employ- 
ment is relatively light in goods-producing industries and what 
employment there is is heavily weighted toward volatile primary 
industries and lower-paying manufacturing jobs. The primary 
sector employs only 2% of the region’s work force but it is 
heavily weighted in the volatile fishing industry, which employs 
38% of the workers in primary industries (incidentally account- 
ing for two-thirds of all Canadian employment in the fishing 
industry). The manufacturing sector employs 14% of the work 
force, but it, too, is dominated by low-wage industries; the food 
manufacturing industry accounted for 35% of all manufacturing 
jobs in the region in 1989, or triple the comparable figure for 
Canada (12%). Fish plants alone employed one quarter of all 
people in the region who worked in manufacturing. 


Source: Survey of Business Needs in Atlantic Canada, prepared by Omnifacts 
Research for Atlantic Provinces Chamber of Commerce, May 1991. 


'6Source: A profile of the Labour Force in Atlantic Canada, October, 1990 
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Regional employment is also over-represented, as com- 
pared with the country as a whole, in traditional’’ services and 
government and para-government agencies, the two sectors with 
the lowest potential for spin-offs in ancillary employment. Yet 
these two sectors were the source of a greater proportion of 
new jobs in the region during the 1980s than in Canada as a 
whole (see also Chapter 2). By contrast, employment in 
dynamic services, which offer the greatest potential in high- 
paying, export-oriented jobs, is a lower proportion of the total 
in the region than in the country; this sector also accounted for 
a much smaller share of the new jobs in the region than in 
Canada. 

The industrial structure of the regional economy, however, 
is not the cause of the productivity gap, as productivity is lower 
than the national average in seven out of the 12 major industry 
groupings. A shift in the industrial mix of employment would 
change the productivity gap, but it would not solve it. 

The most likely candidates for principal causes of the 
productivity gap and inadequate job creation are technological 
innovation and the productivity of the workers in the region. 

The region’s commitment to research and development lags 
far behind the rest of the country. As a percentage of Gross 
Domestic Product, R&D expenditures in the Atlantic provinces 
are 35% below Canadian spending, 78% below Ontario and 
30% below Quebec!*. The federal government accounts for 
57% of R&D spending in the region, compared to 31% 
nationally and 29% in Ontario. The private sector accounts for 
only 13% of R&D spending in the region, compared with 42% 
nationally and 44% in Ontario. 

Service industries in Atlantic Canada lag other regions by 
10% to 15% in their use of computer-based applications. In 


Mn its report, Good Jobs, Bad Jobs: Employment in the Service Economy, the 
Economic Council of Canada devised the distinction between two types of services in 
the private sector: traditional services (retail trade and personal services) generally have 
fewer high-paying jobs and offer fewer spin-offs; dynamic services (transportation and 
communications, wholesale trade, finance, insurance and real estate and services to 
business) have a higher proportion of higher-paid jobs and offer greater potential for 
economic development. 


Source: Atlantic Canada Opportunities Agency: Transition to Maturity, prepared by 
Donald Savoie, 1990 
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manufacturing, firms in the food and beverage, wood, primary 
and fabricated metal, machinery, transportation equipment and 
petroleum and chemical industries are all lagging the national 
average in the use of advanced manufacturing technologies”. 
During 1980-85, spending on computer equipment as a percen- 
tage of annual sales was less than half the national average”. 
A recent study”! found that only 62% of the region’s small 
businesses have used computers, compared to 76% nationally. 
Another recent study” was consistent: it found that 67% of 
businesses of all sizes use computers for administrative func- 
tions and 51% use them for production or processing functions 
of some sort. 

An equally daunting challenge faces the region in address- 
ing the productivity of workers in the region. This should be 
viewed in the context of the emergence of the two deleterious 
issues mentioned earlier: underutilization of the labour force 
and the net loss of people from migratory patterns. Had these 
two issues not surfaced, the productivity gains may have been 
even larger; and if they are allowed to continue untreated, they 
will eventually undermine the productivity gains made so far. 
The path to solutions of these issues are the creation of a 
climate of opportunity through entrepreneurship and a much 
enhanced level of training for workers in the region. 


The non-competitive trap 
hen an economy fails to invest adequately in its human 


resources, the long-term consequences are extremely 
serious. The extent of this danger is illuminated by a recent 


19Source: Ibid. 
Source: Economic Council of Canada 


21Source: Unpublished material developed by the Atlantic Entrepreneurial Institute, 
1991 


Source: Ibid. Survey of Business Needs in Atlantic Canada 
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study” on the factors constraining the growth of small manu- 
facturing firms in Nova Scotia compared to closely matched 
firms in New England. The results are applicable throughout 
the Atlantic provinces. Among the major conclusions of the 
study were the following: 


Nova Scotian firms penetrate markets outside their prov- 
ince to a lesser extent (47% of sales) than their counter- 
parts in New England penetrate markets outside their state 
(67%). 

Transportation costs are not a significant factor inhibiting 
penetration of non-regional markets in Atlantic Canada. 
Modern communications have diminished the disadvantages 
of peripheral locations. 

Firms in both Nova Scotia and New England depend too 
heavily on their single major customer, which accounts for 
20% to 40% of their total sales. This reflects the low 
priority placed on marketing and selling. 

Nova Scotian firms have a higher proportion than their 
New England counterparts of machinery less than 5 years 
old, but they have a lower proportion of technologically 
advanced machinery. In precision engineering firms in New 
England, there is one advanced CNC machine (numerically 
controlled) for every eight people. In Nova Scotia the 
comparable ratio is one for every 21 people - and if one of 
the firms in the sample is left out, one CNC machine for 
every 70 people. The likely explanation of this is that, in 
Nova Scotia, grants to buy machinery are more generous 
and, in New England, customers are more likely to demand 
CNC machines before they will place an order. 

New England firms compete with a far larger number of 
firms than do their counterparts in Nova Scotia. In preci- 
sion engineering, for example, there are 13 competitors in 
the Nova Scotia market and 200 in New England. Because 
of the small size and remoteness of the Atlantic market, 
many New England firms do not bother to develop this 
market for their products. Also, the Nova Scotian firms are 


* Small Manufacturing Competitiveness and Performance: An analysis of matched pairs 


in Nova Scotia and New England, prepared by P.N. O'Farrell in association with 
Gardner Pinfold Consulting Economists for the Nova Scotia Department of Industry, 
Trade and Technology and the Atlantic Canada Opportunities Agency. 1990 
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less adventurous because they don’t need to be - a signifi- 
cant proportion of them were partially dependent on 
government spending, either directly through public pur- 
chasing or indirectly through sub-contracting to larger 
firms, which in turn rely on government spending for their 
survival and profitability. 

e@ Prices of products made in New England were less expens- 
ive than comparable Nova Scotian products by 18% in 
precision engineering and 33% in clothing and knitwear 
(assuming an exchange rate of C$1=US$0.86). British 
prices were lower for 70% of the products in precision 
engineering and 95% in clothing and knitwear. British 
prices were also cheaper than 50% of the precision 
engineering products made in New England. 

@ Wage rates are significantly higher in New England in 
every industry except precision engineering, as Table 1.2 
shows. 


Tablesti2=" 
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As might be expected, non-wage costs are significantly 
higher in the U.S. at 30% of wages, compared to 15% in 
Nova Scotia. When these are added to wage costs, labour 
costs in New England are 20% higher in food processing, 


4Source: Small Manufacturing Competitiveness and Performance: An analysis of 
matched pairs in Nova Scotia and New England 
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40% higher in fish processing, and 30% higher in clothing 
and knitwear and precision engineering. 

Clearly, Canadian prices are uncompetitive not because 
of labour costs but because of poor productivity and a less 
competitive local market. 

Financing for fixed assets is not generally a problem for 
Nova Scotian firms. Many complain of a shortage of 
working capital: this is worst in the clothing and knitwear 
firms, 60% of which complain of a shortage of working 
capital, largely because they are plagued by customers who 
take an average of 60 days to pay their bills, compared 
with 20 days in New England. 

In an extensive testing of quality, O’Farrell found that only 
60% of the products of the Nova Scotian firms in the 
precision engineering and clothing and knitwear industries 
were considered of competitive quality by New England 
proprietors. When British precision engineers were asked 
to evaluate products from both Nova Scotia and New 
England, they judged 80% of the U.S. products and 42% 
of the Nova Scotian products to be of acceptable quality. 
Similarly British manufacturers and department store 
managers rated 46% of Canadian clothing and knitwear as 
unacceptably poor quality. 

The commitment to training and skill development was 
suspect in both Nova Scotia and New England, although 
the problem is more acute in Nova Scotia. The highest 
quality machine shop proprietor in Nova Scotia complained 
that even trained people often cannot set up machines or 
grind their own tools. 

Some firms in clothing and knitwear produce high 
quality garments, but they are overpriced because of 
management weaknesses; others have fundamental prob- 
lems with quality, due to failure of management to set 
quality standards, poor supervision, lack of skills in the 
cutting room, inadequate training and skills, lack of 
attention to detail and finish and inadequate quality inspec- 
tion. Because of this, Canadian firms tend to aim at the 
low-price market segments. 

In the fisheries, Canadian firms are less cost efficient 
because they do not segment their market and they do not 
operate year round. When New England firms cannot catch 


fish themselves during the winters, they ship in supplies of 
fresh fish from the Pacific coast. They also seek ways of 
increasing their value added by penetrating specialized 
niches that require further processing. Nova Scotian 
companies see themselves as selling a commodity, while 
their New England counterparts are selling food prepara- 
tion. Fish are less well-handled in Nova Scotia: as one 

Maine proprietor said, "I can buy in Canada at half the 

price and half the quality." 

@ Nova Scotian firms made as much profit as firms in New 
England, except in the fish processing industry. This 
indicates that the low priority given to training, quality and 
productivity is rational in the short term (why increase 
costs if profit projections are being met?), but this practice 
holds very severe risks for the long term as global competi- 
tion increases and works its way into every corner of the 
domestic markets of all developed countries. 

O’Farrell concludes by commenting: "Public policy appears 
inadvertently to have reinforced market failure to some extent 
by cushioning profits via grants, subsidies and preferential 
purchasing, thereby reducing the incentive to change. There- 
fore, the diagnosis leads back to the need for policy makers to 
shift their emphasis away from subsidies for fixed assets 
investment towards human capital assistance." 

The small size of the sample on which this study is based 
means that the results cannot be generalized with complete 
confidence to manufacturing throughout the region. However, 
the patterns revealed by the study do identify needs which can 
be addressed to improve the situation. 


Education and Training 


he long-term success of any economy depends ultimately 

on the quality of its people. Their creativity and productiv- 
ity contribute far more to long-term prosperity than money or 
natural resources. The biggest danger of chronic under-employ- 
ment and lower productivity is not that an economy loses the 
benefit of a bigger Gross Domestic Product, but that it risks 
undermining the self-confidence and commitment of its people. 
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The Atlantic provinces have all the necessary talent here, 
but there is much to be done in raising the opportunities to 
which they are exposed - opportunities which can stretch them 
and allow them to fulfil their and their region’s potential. 

Perhaps the biggest challenge to the region is to refine the 
education system. About one fourth of Canada’s independent 
degree-granting institutions are located in the region and 19% 
of the population aged 18-24 is enroled for full-time undergrad- 
uate studies at these universities*. While this is above the 
national average of 16%, full-time enrolment at the post- 
graduate level is 0.39% of the total population aged 20 to 44, 
which is significantly below the 0.56% enroled nationally. 

The region has 3% of the population aged 18 to 24 enroled 
full-time in community colleges, compared to 11% nationally. 
This is balanced by the vocational schools (which often provide 
comparable education); full-time enrolment in these schools 
was 16% of the population aged 15 and over in the region, 
compared to 12% nationally. In the vocational schools, enrol- 
ment in the region represented 12% of the nationwide enrol- 
ments; for Special Training Programs, the regional share was 
5570. 

If the demand for higher education is cause for some 
concern, educational attainments at the other end of the 
spectrum are alarming. Almost half (48%) of Atlantic Cana- 
dians have difficulty meeting every-day reading demands or in 
performing numerical operations for every-day purposes”*. In 
Newfoundland, more than 60% have literacy difficulties and 
55% have numeracy difficulties. In Canada, the corresponding 
figure is 38% for both numeracy and literacy. This low level of 
basic competence inevitably limits the capacity of the labour 
force to adjust to change. 

More than a fifth of the region’s working-age population 
had not progressed beyond eight years of schooling in 1989, 
compared to 17% in Canada. This represents a significant 
improvement since 1975, when 33% of the region’s working age 


*Source: Ibid. A Profile of the Labour Force in Atlantic Canada, based on Statistics 
Canada publications 


“Ibid. A Profile of the Labour Force in Atlantic Canada, based on Survey of Literacy 
Skills Used in Daily Activities, Statistics Canada, 1989 
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population had not progressed beyond eight years of schooling. 
Almost half the working age population in both the region and 
Canada have completed high school, and 22% have obtained a 
diploma or a university degree in the region, compared to 25% 
in Canada, as Chart 1.4 shows. 


Chart 1.4 77 
a Educational Profiles 
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An important contributor to this state of affairs is migra- 
tion. The region is losing many of its best and brightest. The 
study conducted for PEP* found that only 42% of Grade 12 
students in the region expected to work in the same place 


27Source: A Profile of the Labour Force in Atlantic Canada 


%Source: Ibid. New Directions in Enterprise Education 


A TURNING POINT FOR ATLANTIC CANADA 23 


where they grew up; another fifth said they would like to stay 
in the region, but not in their home town; and more than a 
third expected to leave the region. Atlantic Canadians are more 
than twice as likely to change provinces as residents of other 
provinces. More importantly, in 1986, those with some post- 
secondary education were seven times as likely to change 
provinces as were those with fewer than 9 years of schooling, 
and twice as likely to move as those who graduated from high 
school”. In other words, the below-average level of educa- 
tional attainment in the region is a reflection of the failure to 
provide adequately challenging employment or opportunities to 
these people. For example, in 1989, 25.5% of the labour force 
in the region were in managerial and professional jobs, com- 
pared to 28.1% in Canada. 

In training programs, which take over where formal 
education leaves off, the region is more active than the rest of 
the country. One sixth of the population aged over 15 in the 
Atlantic provinces enroled in trade and vocational programs in 
1987-88. Full-time enrolment in these programs amounted to 
12% of the Canadian total, compared to the region’s 8% share 
of the labour force and 9% share of the working-age popula- 
tion. The region’s spending on these programs was 13% of the 
national total in 1986-87, having increased at almost 20% a year 
in the previous five years, compared to 17% nationally. 

The mix of training programs in the region, however, is 
more heavily weighted toward those sponsored by the Canadian 
Employment and Immigration Commission (CEIC). The private 
sector in the region is generally less active: 24% of the estab- 
lishments surveyed by CEIC in 1984-85 had structured training 
programs for their employees, compared with 25% nationally; 
in 1987, 3.3% of the region’s population aged 16-69 took 
privately-sponsored job-training courses lasting longer than 25 
hours, compared to 4.1% nationally. CEIC courses took up 
much of the slack, however, training 1.7% of the population in 
the region, compared to 1.2% nationally. 

The Atlantic provinces receive a disproportionately large 
16% of the funds spent under the Canadian Jobs Strategy, the 
principal training vehicle of CEIC. These funds were steered 


Source: A Profile of the Labour Force in Atlantic Canada 
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toward job entry and chronically unemployed people to a 
greater extent in the Atlantic provinces than elsewhere in the 
country, as Table 1.3 shows. This reflects the primary objective 
of the CEIC to provide training to the economically disadvan- 
taged to facilitate their entry into the workforce. However, pro- 
grams which focus on developing skills of people already 
employed (Skill Shortages and Skill Investment) did not receive 
proportionately as much attention or funding in Atlantic 
Canada as they did elsewhere in 1988-89. 


Table 1.3 ” 
| The incidence and UST, of federal aTaING IAIN 


The nEnbuton, within Carers Biante carers Eaves i programs sf the 
Canadian Employment and Immigration Commission, by participants and by fund 
allocation. 1988-89 
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; 100. 0% 
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tNotes: Job Development i is targeted at the paca poorer Job yenreny is designed to 
help young people enter and women return to the labour market. Skill Shortages provides 
financial assistance for employers to train workers in skills in short supply. Skill Investment is 
aimed at assisting employed workers to acquire new skills before their existing skills become 
obsolete. Community Futures assists communities hit by layoffs or faced with chronic 
unemployment. Section 25 of the Unemployment Act provides income support for training 
programs while unemployed. 
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This may represent a strategic gap in the government 
programs available in the region. According to O’Farrell*', 
"every industry in Nova Scotia is facing shortages of key skills 
with no subsidies available for firms wishing to upgrade or 


3°Source: Canadian Employment and Immigration Commission, 1989 


31§mall Manufacturing Competitiveness and Performance: An analysis of matched pairs 
in Nova Scotia and New England 
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retrain their existing work forces." He points out that in 
apprenticeship programs, there are no nationally standardized 
theoretical or practical tests at the end of four years’ training 
(the last two of which are on-the-job and receive a low priority 
from employers). 

In addition, apprenticeship courses in the English-speaking 
countries focus heavily on purely functional competence. By 
contrast, in Germany and Japan, on-the-job training provides 
general as well as specialized skills. This provides their workers 
with broader skills that go beyond functional necessities and 
equip the workers to respond to changes demanded by future, 
as-yet-unknown uses. 

Despite all these difficulties, there is no shortage of 
entrepreneurs in the region. And they have done yeoman 
service for their region: as the following two chapters will show, 
dynamic small firms have led the way in job creation, providing 
a great deal of excitement in the process. 
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CHAPTER 2 
THE POWER OF SMALL FIRMS 


mall firms employ more than a third of the people in the 
Atlantic provinces, and they account for three-quarters of 
all the jobs created in the decade to 1988, as Chart 2.1 shows. 


Chart 2.1 ' 
Most new jobs come from small firms 
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1Source: Unless otherwise stated, the data in chapters 2 and 3 is based on 
Employment Dynamics, which is published by the Small Business and Special Surveys 
division of Statistics Canada. 
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This impressive performance, however, does not mean that 
small firms are on their way to dominating the regional 
economy. They are increasing their share of total employment, 
but only slowly, as Table 2.1 shows; larger organizations still 
account for the major share of jobs. 


Table 2.1 ? 
The evolution oh Bell IO yen SEES in Atlantic Canada 
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firms within each size group toward new jobs created in the intervening years. 


Number of Employment New jobs Employment 
employees in distribution created distribution 
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tFirms are classified See to the number of people they ney when os started in 
business, or in 1978 if they already existed then. New jobs created during the period are 
assigned to the firms on the basis of their size by this definition. As many growing firms are 
reclassified when they grow bigger, the distribution of employment by size in 1987 does not 
match the distribution in 1978 plus jobs created during the period. 

Employment totals are available for 1988, but their distribution by firm size is not. The 
distribution for 1987 is the latest available. 


The reason for the slow increase in small firms’ share of 
total employment is that so many of them become mid-sized or 
even large firms (which are then no longer defined as small, of 
course), as they fill the vacuum left by the once-larger firms 
that have declined or failed. The 122,500 new jobs created by 
small firms during the 10 years to 1988 raised small-business 
employment to 289,600 from 218,100, a net increase of only 


Source: Employment Dynamics 
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71,500. This increased the share of small firms in total employ- 
ment to 36.4% in 1987 from 32.1% in 1978. 

Small firms play an even more important role in Canada as 
a whole than they do in Atlantic Canada. They account for a 
slightly higher proportion of total employment and accordingly 
deliver a larger share of new jobs. As Table 2.2 shows, firms 
with fewer than 100 employees in Canada accounted for 37% 
of employment in 1987 and 81% of the new jobs created during 
1979-88. 


Table 2.2% 
The evolution of emplo ues patterns in Canada 


Distribution, Ry fi fet oar ey in "1978 and 19 987, and ne ae lof 
firms within each size group toward new jobs created in the intervening years. _ 
Number of Employment New jobs Employment 


employees in distribution created distribution 
the firms 1978 1979-88 1987f 


“Small firms 3,058.1 33.4 2.2241 81.2 4,138.1 37.0 


1,428.6 
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tSee note to Table 2.1 


The comparison with Canada does not tell the whole story, 
however, as there are some wide regional differences. The 
relative importance of small firms in the Atlantic provinces is, 
in fact, closer to that of Ontario than it is to that of the rest of 
the country: Ontario’s small firms employed 34% of the 
workforce in 1987 and accounted for 74% of the new jobs 
during the 10 years to 1988. By contrast, small firms play a 
larger role in Quebec and the West, where they employed 


3Source: Employment Dynamics 
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39.5% of the workforce in 1987 and accounted for 90% of the 
new jobs during 1979-88. 

Moreover, the composition of the small business category 
in the Atlantic region differs significantly from the composition 
elsewhere in Canada, particularly Ontario. The smallest firms 
(those that employ fewer than 5 people) are more prevalent in 
the Atlantic provinces, where they accounted for 78% of firms 
employing fewer than 100 people in 1987, compared to 76% in 
Canada and 73% in Ontario. These micro firms employed 8.4% 
of the region’s total workforce in 1987, compared to 7.8% in 
Canada and 6.3% in Ontario. More important, they accounted 
for 49% of all the new jobs created in Atlantic Canada during 
1979-88 compared to 45% in Canada and 36% in Ontario. 

By contrast, the larger small firms (those employing more 
than 20 people) are relatively weak in the Atlantic region, 
generating only 8.7% of the new jobs, compared to 13.9% in 
Canada and 17.7% in Ontario. These larger small firms are 
critical to an economy, because they are generally the most 
growth-oriented and supply the candidates to become signifi- 
cant mid-sized and large employers. Indeed they are the 
foundation of Ontario’s strong growth during the past decade. 

To put it another way, in Ontario, micro businesses (with 
fewer than five employees) accounted for 48% of the total 
number of jobs created by all small businesses (with fewer than 
100 employees); In Canada, they carried 56% of a smaller load; 
in the Atlantic provinces, they accounted for 64% of an even 
smaller load. 

The consequences of this weakness in the larger small firms 
can be seen in what happened to mid-sized firms during the 
decade. In Canada as a whole, these vital firms maintained 
their share of total employment at 15.6%. Their share declined 
to 13.4% in 1987 from 16.3% in 1978 in the Atlantic provinces, 
however, while it rose to 15.8% from 14.8% in Ontario. 

At the other end of the spectrum, the Atlantic region relied 
more heavily for new jobs on the largest organizations than did 
other provinces. Again, there is some similarity with Ontario, in 
that big organizations employed fractionally more than 50% of 
the workforce in 1987 in both regions, compared to 47% in 
Canada as a whole. And the large employers created 13% of 
the new jobs in the Atlantic region and 15% in Ontario but 
only 9% in Canada as a whole. The similarity with Ontario is 


only superficial, however, because the large organizations are 
predominantly governments in the east, and businesses in 
Ontario. This is discussed in greater detail in the next section 
of this chapter. 

These statistics for Atlantic Canada hide some significant 
differences between the four provinces, as Chart 2.2 shows. 
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The largest concentration of small firms is in Prince 
Edward Island, where more than half the labour force works in 
small firms. Despite this ubiquity, however, small firms did not 
dominate job creation in P.E.I. to the extent they did in some 
other provinces. During 1979-88, they accounted for only 72% 


4Source: Employment Dynamics 
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of jobs created in the province compared to 88% in New 
Brunswick and 68% in Nova Scotia. 

This chart hints at the big differences between the growth 
rates of small firms in different jurisdictions. When small firms 
represent a larger share of total employment, they do not 
necessarily generate a larger share of the new jobs. And vice 
versa. This suggests there are variations in the growth rates of 
small firms in the four provinces, which is true, but only part of 
the story. The difference lies just as much in the widely 
differing growth rates of big employers, as Chart 2.3 shows. 
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The big employers in P.E.I. increased their employment by 
16% over the 10 years to 1988, compared to 122% in Nova 
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Scotia, 5% in Newfoundland and only 4% in New Brunswick. 
The growth of large employers in Nova Scotia came close to 
matching that of large employers in Ontario, which grew 14% 
during the period, but small firms in Nova Scotia grew quite a 
bit more slowly than their counterparts in Ontario, so they 
accounted a smaller share of total job gains (68%) than 
Ontario and other jurisdictions in the rest of Canada. Nonethe- 
less, relative to the other Atlantic provinces, Nova Scotia’s 
small firms grew at almost exactly the average rate, increasing 
by 56% over the decade to 1988, which is equivalent to an 
average annual growth rate of 4.5%. The best performance 
from small firms came from New Brunswick, where they grew 
61% over the decade, or an average of 4.9% a year. 

Chart 2.4 takes these comparisons a little further, showing 
the growth rates for each of the four size categories of small 
businesses. It is immediately apparent that all the action is in 
the micro businesses, which grew 159% in the Atlantic prov- 
inces in the decade. That is equivalent to an average annual 
growth rate of 10%. While that is impressive, it does not match 
the growth rate for these firms in Canada, where they increased 
employment by 199%, or an average of slightly more than 
11%2%. 

Growth rates were significantly slower in Atlantic Canada 
than in Canada for every size category except the largest 
employers, where growth in the region was slightly higher than 
the national growth rate over the decade, at 5.8% compared to 
5.3%. In mid-sized organizations employing 100-499 people, the 
region also did well, averaging growth of 16% over the decade, 
or 87% of the national rate. Among the small firms, the larger 
small firms employing more than 50 people were by far the 
weakest category, growing only 7.8% in the decade, or 36% of 
the national rate of 22%. The best performance was in small 
firms employing fewer than five people; they grew one and a 
half times in the decade, which was impressive even if it was 
only 80% of the national rate. The small firms employing five 
to 50 people, averaged almost 70% of the national rate, 
growing 42% during the decade. 
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Chart 2.4 ° 
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The market and the funded sectors 


D uring the 1980s, the public sector was a major force behind 
job creation everywhere in Canada (and much of the rest 
of the world, for that matter). It is likely, however, that 
governments will be forced during the 1990s to tighten their 
belts, because of their intractable deficits and a large overhang 
of debt, both of which have significantly reduced their flexibility. 
In the search for clues over the past decade as to what might 
happen i in the coming decade, the performance of the private 
sector is more likely to indicate future trends than the perform- 
ance of the combined public and private sectors. 


‘Source: Employment Dynamics 


This analysis is particularly relevant in the Atlantic prov- 
inces, which have traditionally had a stronger public sector than 
elsewhere in Canada. The public sector is more than public 
administration, however; services like education and health and 
welfare respond to governmental stimuli rather than market 
forces. To reflect this reality, Table 2.3 introduces the concept, 
and demonstrates the extent, of the funded sector, which 
groups all industries that do not have to seek revenues in a free 
market because they are funded by governments. 
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This table shows that one third of total employment in 
1987 was in the funded sector, compared to less than one 
quarter in Canada as a whole. This slightly overstates the 
funded sector in both jurisdictions, because there are some 
market-based organizations in education and health and 
welfare, but the vast majority of employers in these industries 
are publically funded, so the conclusions are reliable. 

The funded sector in the Atlantic region contributes a 
slightly lower share of new jobs than its share of total employ- 
ment, whereas Canada’s funded sector contributes slightly 
more. This is because growth rates in the market sector were 
higher than in the funded sector during the 1980s in Atlantic 
Canada (23.9% compared to 22.6%), whereas the market 
sector grew less strongly in Canada as a whole (28.2% com- 
pared to 35.6%). 

It is problematic trying to assess causes for the different 
growth rates in Atlantic Canada and the country as a whole, 
but there do appear, from an analysis of this region and others, 
to be some correlations between the rate of job creation in the 
private sector and the corresponding rate in the funded sector. 
The highest growth rate in the funded sector during 1979-88 
was in Ontario, which averaged 4.0% a year, compared to 2.6% 
in Quebec and the West and 2.1% in Atlantic Canada. As 
Chart 2.5 shows, growth rates in the market sector followed the 
same regional trends, with Ontario’s 3.1% well ahead of the 
rest of the country, which averaged 2.1%. 

It is possible to argue that the growth of the funded sector 
provides the impetus for market-sector growth, but anecdotal 
evidence indicates the contrary: in regions of slower growth, 
there may be a greater demand for government intervention, 
but the response is necessarily restricted due to scarcity of 
funds. It is a more likely hypothesis that the greater the activity 
generated in the private sector, the more expansive govern- 
ments are likely to feel. If this intuitive conclusion is accurate, 
then the engine of new job creation is the market sector, while 
the funded sector acts as the turbo charger. 


Chart 2.5 ® 
Who leads the growth stakes? 
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When the market sector is analyzed, the picture changes 
dramatically. As Table 2.4 shows, small firms accounted for 
96% of the new jobs created in Atlantic Canada during 1979- 
88. 

It is important to note that almost half the people who 
work in the market sector are employed by small firms. They 
easily outnumber the people working in firms with more than 
500 employees, which attract far more attention. These big 
firms, moreover, are declining. In 1978, they represented 41% 
of the market sector (very close to the 43% share of small 
business), but their workforce actually declined in the following 
decade, and they ended up in 1987 with 37% of the employees 
in the market sector. Their share would have been even lower 
had not some mid-sized firms grown into large firms in the 
interim. 


§Source: Employment Dynamics 


THE POWER OF SMALL FIRMS 37 


Table 2.4 ° 
The markett sector in Atlantic Canada : 


Employment in 1 987 and job gains during 1979-88 in the market sector, by size of 
firm, and distribution by size of firm, for Atlantic Canada 
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revenues from competing in a marketplace. 


The core of the job-creation process rests with micro 
businesses employing fewer than five people - or rather, 
employing fewer than five when they started out in business. 
Thanks to their high growth rates, as discussed earlier, these 
firms accounted for almost two thirds of the jobs created during 
1979-88. The Atlantic region relies on these firms for jobs to an 
even greater degree than the country as a whole. As Table 2.5 
shows, micro businesses accounted for 56% of the total new 
jobs in Canada during the decade to 1988, even though their 
growth rate was faster. The reason, of course, is that growth in 
the larger small firms was much stronger in Canada than in the 
Atlantic region. 

In Canada, firms with 20 to 99 employees accounted for 
20% of the market-sector workforce in 1987, having created 
more than 15% of the new jobs during the previous decade. In 
the Atlantic provinces, these firms accounted for the same 
proportion of employment in 1987, but were responsible for 
only 8% of the new jobs in the previous 10 years. The major 
difference between the Atlantic provinces and Canada in the 
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sources of new jobs is that Canada’s larger small firms contrib- 
uted more strongly and the largest employers declined more 
sharply. All small firms accounted for 98.5% of the new jobs in 
Canada, compared to 95.7% in the region. Big firms in the 
market sector, employing more than 500 people, shrank by 
6.3% in Canada, compared to the region’s 2.6%. 


Table 2.5 
| _The market? sector in Canada 
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employees a 3 % 


Fewer than 5 


100 - 499 1,382.8 16.3 154.6 7.8 


All firms xs 8,458.4 100.0 1,992.4 100.0 


SSS SSeS oe AOR SE 
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When these statistics are analyzed for each province in the 
region, there are some significant differences. Big firms in the 
market sector are strongest by far in Nova Scotia, where they 
were a strong force for job creation, accounting for 18’2% of 
the new jobs. In New Brunswick and Newfoundland, they 
retrenched sharply, reducing their employment by the equival- 
ent of 12%-15% of the net new jobs created by all firms. In 
PEI, big firms employ only 17% of the people in the market 
sector, so they are a small part of the overall picture and 
Statistically a bit volatile. 

The larger small firms, those employing 20 to 100 people, 
were consistently weak in all the provinces within the region, 
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especially in Newfoundland, where they actually shed employ- 
ment, declining by 1.2%, as Chart 2.6 shows. 

The share of the smallest firms (employing fewer than 20 
people) in job creation was, of course, strong throughout all the 
provinces, especially Newfoundland, where they were the only 
category to grow, accounting for 116% of net job creation. 
Small firms were also unusually important in New Brunswick, 
where they accounted for just over 100% of the new jobs. 


Chart 2.6" 
Where the jobs come from in the market sector 


Share, by firm size, of total new jobs created during 1979-88, for each province and 
the region 
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"Source: Employment Dynamics 
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Breakout by industry 


] Desire is easier in some industries than others, so it 
makes a big difference to an economy’s potential whether 
it is well represented in growth industries or concentrated in 
declining industries. The nature of the political environment, 
however, is that governments throughout the Western world 
tend to be forced into focusing on softening or even reversing 
the decline of weak sectors rather than encouraging the growth 
of strong sectors or developing the new emerging industries. 
The intensity of these pressures mounts with the domestic 
perception of economic weakness. There is more pressure in 
Canada to protect declining industries than there is in the rest 
of the developed world; and more pressure in the Atlantic 
provinces than in Canada. This policy orientation means that 
most government policy is aimed at the goods-producing sector 
(farming, fishing, mining, manufacturing and construction), 
despite the incontrovertible evidence that this sector has been 
relentlessly declining for most of this century. 

Canada has resisted this trend more than many other 
countries because it is so rich in natural resources, but the 
realities of the modern global economy apply here as else- 
where. As Chart 2.7 shows, there was no let-up in this trend in 
the Atlantic provinces during the 1980s. In 1987, the goods- 
producing sector employed 22% of the workforce, but it 
accounted for only 12% of the new jobs created during 1979-88. 
In 1978, the sector accounted for 25% of total employment. 

Even this probably distorts the real situation, because the 
goods-producing sector went on an amazing hiring binge in 
1987 and 1988, only to reverse itself dramatically in 1990 and 
1991. When the statistics are available for the three years 
subsequent to 1988 (the most recent available in this statistical 
series), the proportion of the workforce employed in the goods- 
producing sector will be seen to have declined significantly from 
the levels of 1987 and 1988, not to mention 1978. 

The principal sources of new jobs to replace the jobs lost 
in the goods-producing sector have been the funded sector and 
wholesale and retail trade. Market services increased their 
share of employment only slowly during the 1980s, although this 
really represents a combination of severe cutbacks in one 
industry (transportation, communication and utilities) and 
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strong growth in all the other industries of the sector (see later 
this chapter). 


Chart:2.7 3 
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Share of total employment in 1987 and share of new jobs created during 1979-88, 
of each of the four main sectors of the Atlantic region’s economy 
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These trends are quite similar to those in Canada as a 
whole, except that the goods-producing sector has a bigger 


Source: Employment Dynamics 


/ “The goods-producing sector includes primary (fishing, forestry and farming), 
mining, manufacturing and construction. Trade includes wholesale and retail trade. 
Marketservices includes personal and business services, transportation, communications 
and utilities, finance, insurance and real estate and personal and business services. The 
funded sector includes public administration, education and health and welfare. 
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share of employment in Canada and fell harder during the 
1980s, to 26% of the workforce in 1987 from 30% in 1978. 

Employers in the goods-producing sector have traditionally 
been the most strongly oriented toward big business; they tend 
to operate on the assumption that "bigger is better", while small 
firms in the market service industries can often claim that they 
provide better service, because they are less bureaucratic. The 
trend away from goods-producing industries has therefore been 
consistent with the switch toward small firms as the engine of 
employment growth. 

As Table 2.6 shows, however, even the goods-producing 
industries have been touched by the swing to small firms. 


Table 2.6 " 
How big is big, and how small is small, in Canada? 
sSececaticotecatareticses seseeseieieans R50 OO POKES HEN RII ION HDI, HSI KIN LOOKIN SOR IO SAfecetesatecer tataneteceegs SSeseeaseasesaseceteenticisieacasicecetecaes 


For Sach of the ‘str helt beaters a comparison i ihe arsine th ie 978 and 1987 
in terms of the number of firms and the average number of employees in small, big 
and all firms 


Goods- Trade Market Funded Total 
producing services | services 
Number of firms in: 
1978 170,741 150,914 224,751 54,413 600,81 o 


Average number a giyees per fan - Sioa ae 


Small fi irms- 
All firms. 16.0 10.6 13.1 38.6 15.2 
Average number of employees per firm in 1987 in: 


Small firms 


Notes 1 Small fin rms Voreey. peaercig hah, 100 meen big f fin irms 5 100 ¢ or more. 

2. The determination of firm size is by the number of employees in all of Canada. Many of the 
large firms in Atlantic Canada are mid-sized or small operations within the region, but are classed 
as big because of the size of their employer within the country. 

3. A proportion of the firms are unclassified (representing about 3% of the firms and less than 
1% of employment); these have been arbitrarily included with the market services sector. 


The average employment per firm in the goods-producing 
sector fell to 12 from 16 over the 10 years to 1987. In propor- 
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tional terms, this is the steepest decline (25%) of the four 
sectors. The major cause of this trend was the massive influx of 
new businesses; the number of firms in the goods-producing 
sector jumped 43% in the decade, all of it small firms, so 
average employment dropped, because young firms generally 
employ fewer people. However, an additional cause of the 
falling average employment per firm was downsizing in the big 
firms; average employment in big, goods-producing firms 
declined 10% to 475 from 526 in the decade to 1987. 

The other sector where average employment per firm 
declined rapidly is market services, where the average was 10.3 
in 1987, compared to 13.1 in 1978. In this sector, the decline 
was most dramatic in big firms, where the average fell to 595 
from 747, a drop of more than 20%. This was mainly because 
of the dramatic downsizing in transportation, communications 
and utilities, a phenomenon that affected every region of 
Canada during the decade. There was also a very large surge 
in business formations in market services, where the number of 
firms grew 61% in the decade. 

Table 2.7 shows that the trends are similar in the Atlantic 
provinces, where the average number of employees per firm is 
lower, but fell at a comparable pace. By 1987, employment per 
firm had fallen to 9.9, compared to 12.6 in 1978. There was, 
however, a significant difference in the Atlantic region’s big 
firms, whose average employment actually rose in all sectors 
except market services. The likely explanation for this is that 
many of the "big" firms in the Atlantic region are regional 
divisions of major companies headquartered elsewhere in 
Canada. (Firm size is determined by their national employ- 
ment.) The average employment in the region’s big firms in the 
three sectors outside the funded sector is less than 100 in every 
case, which can only mean they are mostly branch plants, since 
big firms are defined as those employing 100 or more people. 

What happened is that the big firms closed a lot of their 
branch operations in the region, but increased employment in 
those they kept running. In the goods-producing sector, the 
number of big firms declined 17% during the decade, while 
their employment declined 6% (compared to employment 
growth of 122% in the big employers in the three other sectors 
of the economy). The net effect is that employment in big firms 
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fell less sharply in the Atlantic region than elsewhere in Canada. 


Table 2.7” 
How small is big and small, in Atlantic Canada? 


For each of the four main sectors, a comparison of the situations in 1978 and 1987 
in terms of the number of firms and the average number of employees in small, big 
and all firms 


Goods- Trade Market Funded Total 
producing services services 
Number of firms ir: 
1978 15, 981 14,079 18,335 5,564 53,959 


Average number of Sys per firm in 1978 in 


Small firms 4.1 5.1 4.3 4.4 4.4 
All firms 10.5 8.5 10-1 40.0 12.6 
Average number of employees per firm in 1987 irr. 


Small firms 3.5 5.1 3.4 4.2 3.8 


All firms _ a 8.6 6.8 34.4 9.9 


Notas! : Small firn rms e Bnipioy lowe er, 100 o Rete Bis fr irms 100. or more. 

2. The determination of firm size is by the number of employees in all of Canada. Many of the 
large firms in Atlantic Canada are mid-sized or small operations within the region, but are classed 
as big because of the size of their employer within the country. 

3. A proportion of the firms are unclassified (representing about 3% of the firms and less than 
1% of employment); these have been arbitrarily included with the market services sector. 


In market services, however, average employment in big 
firms fell, as it did in Canada as a whole. The reason for this is 
that employment fell dramatically in transportation, com- 
munications and utilities, which is a locally-based sector and 
which downsized just as drastically as its counterparts elsewhere 
in Canada. Without this industry, the big firms in market 
services would have increased their average employment, too. 

This is illustrated more fully in Chart 2.8, which shows how 
big-firm employment in the Atlantic provinces declined in the 
goods-producing and market services sectors, but was relatively 
strong in trade and the funded sector. In all cases, employment 
in small firms grew more than 40% over the decade, the 
strongest sector being market services, which grew 65%. (Small 
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employers in the funded sector are not significant, since there 
are so few of them.) Big firms in trade grew 26% in the decade, 
a better performance than their counterparts in the rest of the 
country, which grew only 17%. 


Chart 2.8” 
Small firms grow much faster in all sectors 
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A statistical overview of the job market 


T he following series of tables provides the detail, by industry 
within each sector, of the overall trends discussed so far 
regarding the evolution of the job market in the decade up to 
1988. They examine the number of firms, employment distribu- 
tion and job creation. In each case, data is provided for Canada 
as well as for the Atlantic region. 


‘Source: Employment Dynamics 


Table 2.8” 
Distribution of firms in the Atlantic region, 
oO ry in dustry and size 


Ncioban and distribution # sf by industry, ae miraber and distribution of eral 
firms, by industry. Atlantic region, 1987. 


Gdedssproduehip 23,139 28.7 21,551 28.2 93.1 


bloat 4,510 5.6 3,904 5.1 86.6 


P&B servicest 21, 793 o7.0 Ueiied. | en ris) Wegpe 


Funded sector TBAT JB) 94 17,2090 0M eS W955 


Unclassified 2,898 3.6 2,895 3.8 99.9 
ALL aR WS TaIEs 50, 655 100. 0 ar O.a ata. 100. 0 94.8 


Hotes: RBprehstore are for TENS OHEBOR: Coftinifaations pe Utilities . C & U), 
Finance, Insurance and Real Estate (F,1 & RE) and Personal and business services (P & B 
services). Community services includes education and health and weffare. 


Table 2.8 shows that 95% of the 80,000-plus firms in the 
region employ fewer than 100 people. The overwhelming 
number of small firms is consistent across all four major 
sectors, but there are some significant exceptions in specific 
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industries; in mining, manufacturing and finance, insurance and 
real estate, small firms accounted for only 68%, 72% and 88% 
respectively of the total number of firms. In these industries, 
small firms are a significantly weaker presence in the region 
than they are in other industries. 

Turning to the distribution of firms between industries, it 
is much harder to pick up the differences between small and 
big firms, since the small firms outnumber the big ones so 
heavily. Chart 2.9 shows, instead, the other side of the coin, 
which is the distribution of big firms between industries, for 
Canada and the Atlantic provinces. 

This chart illustrates how, compared to Canada, the 
region’s big firms are more concentrated (and small firms are 
therefore relatively more sparse) in manufacturing, wholesale 
trade and finance, insurance and real estate. This is another 
manifestation of the branch-plant phenomenon; national firms 
can support more operations in the region than would be 
possible if they were based here. This makes it harder for local 
entrepreneurs to compete, so these industries are relatively less 
popular among Atlantic entrepreneurs than they are among 
entrepreneurs in the rest of the country. 

On the other hand, the region’s big firms are less concen- 
trated (and small firms therefore relatively more populous) in 
primary industries, personal and business services, community 
services, and public administration, all of which are locally 
based industries. The last two industries, in the funded sector, 
may not be significant, because they merely indicate that the 
scale of government is smaller in the Atlantic region, as befits 
the smaller population. But it is significant that Atlantic 
entrepreneurs have a greater predilection for personal and 
business services and for farming and fishing than do their 
counterparts elsewhere in the country. (Chapter 3 confirms this 
observation, with indications that the rate of startups in the 
region is higher in these industries than in other industries.) 

The reliance on primary industries is, of course, part of a 
long tradition. The strength in personal and business services is 
consistent with the rest of the country, where personal and 
business services grew faster than any other sector, as is 
demonstrated later in this chapter. Chapter 3 reveals, however, 
that entrepreneurs in the Atlantic region focus on a different 
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part of personal and business services than do their counter- 
parts in the rest of the country. 


Chart 2.9” 
Where the big firms congregate 
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Table 2.9 provides greater detail for Canada, showing that, 
in 1987, small firms constituted a higher percentage - almost 
99% - of the total of 885,000 firms than do their counterparts 
in the Atlantic region. Moreover, the small firms are evenly 
represented in all industries. 
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Table 2.9 9 
Distribution of firms in Canada, 
5 dé elas and size 


Noniber snd joist Mateprar firms, ‘by ince . te nafibee end distribution es RRR 
firms, by industry. Canada, 1987 


igcodé-eroducing 244,270 27.6 240,466 27.5 98.4 


CAE 52,580 59 S1./50 


‘Public Administration S 5.488 0.6 


Funded sector 
Unclassified ; 30,372 3.4 30,346 3.5 99.9 
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As might have been expected, Canada has a lesser propor- 
tion of its businesses in the primary industries than do the 


Atlantic provinces. It also has greater proportion of businesses 
in finance, insurance and real estate. 


Source: Employment Dynamics 
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It is worth noting that the industries in which the region’s 
entrepreneurs are under-represented are also those that play a 
lesser role in the region than they do in the country as a whole. 

The picture that emerges from an analysis of employment 
is quite different, as Table 2.10 shows. 


Table 2.10 *° 
Distribution of employment in the Atlantic region, 
by industry and.size\ 


Amount and distribution of employment, by industry, and amount and di 
employment in small firms, by industry. Atlantic region, 1987 


Number | Industry | Jobs in | Industry | Small-firm 
of jobs, | share of small share of | share of 
1987 total firms total industry 


(ooos) | % | (000s) | 


Funded sector 262.4 recs 33.0 Ue 30.7, . | 10.6 11.7 
Unclassified 2.3 0.3 2.0 0.7 87.0 
ALL INDUSTRIES 794.9 100.0 289.6 100.0 36.4. 


tNotes: The abbreviations are for Transportation, Communications and Utilitie C & U), 
Finance, Insurance and Real Estate (F,I & RE) and Personal and business services (P & B 
services). Community services includes education and health and welfare. 
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As mentioned previously, small firms employ 36% of the 
workforce, although 95% of the businesses are classified as 
small. The funded sector obviously has few people working for 
small employers (12%), while trade has 56%, market services 
48% and goods-producing industries 42%. The pockets of 
small-firm concentration are primary (where 85% of employ- 
ment is in small firms), construction (81%) and personal and 
business services (67%). Trade is the fourth important industry 
for small firms, which employ 55%-60% of the people who 
work in the industry. 

These pockets of small-firm concentration mean that the 
distribution of employment among small firms differs signifi- 
cantly from that among all firms in the region. Small primary 
firms employ 5% of all the people who work for small firms, 
while primary firms of all sizes employ 2% of the total 
workforce. Similar disparities occur in construction, retail trade 
and personal and business services, in each of which their share 
of small-firm employment is one and half to two times bigger 
than their share of total employment. The compensating under- 
representation is, of course, in the funded sector and in 
transportation, communications and utilities. The latter industry 
employs 4.8% of the people who work in small firms and 7.2% 
of the total workforce. 

Another way of looking at these patterns is to compare, 
within each of the four main sectors, the share of total employ- 
ment with the share of the total number of businesses. The 
goods-producing sector, which has 29% of the region’s busi- 
nesses, employs only 22% of its workforce, mainly because 
farming and fishing and construction employ only 7% of the 
workforce, despite accounting for 224% of the businesses in 
the region. Likewise, market services account for 36% of the 
region’s businesses, but only 25% of its employment, largely 
because personal and business services employ 13% of the 
workforce in 27% of the businesses. 

This distribution of employment is quite different from that 
of Canada, as is illustrated in Chart 2.10 and detailed in Table 
Bind ol 

The funded sector in Canada employs 24% of the work- 
force, compared to 33% in the Atlantic region. The difference 
is concentrated entirely in Public Administration, which 
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accounts for 19’2% of total employment in the Atlantic 
provinces, compared to 9%% in Canada. 


Chart 2.10 #7! 
Where the jobs are 
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Distribution, by industry, of employment. Atlantic region and Canada, 1987. 
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The other areas where regional employment patterns are 
sharply different from those of Canada are manufacturing and 
personal and business services, both of which employ a lower 
proportion of the workforce in the Atlantic provinces than they 
do in Canada as a whole. The difficulties in manufacturing have 


1Source: Employment Dynamics 


THE POWER OF SMALL FIRMS 53 


been well documented. In personal and business services, the 
lower proportion of employment in the region suggests that, 
despite solid growth, the region still has some way to go to 
building the desired presence in this important industry. 


Table 2.11 
Distribution of emplo yment in Canada, 
| by industry and size | 


Reisen and distribution of employinent by naueey Snas a dent and distribution R, 
employment in small firms, by industry. Canada, 1987 
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As has been mentioned, the share of employment in small 
firms is slightly lower in the region than in the country as a 
whole, but it varies widely between industries. Small employers 
in the funded sector are less common in the region than they 
are in the rest of the country, accounting for 12% of employ- 
ment, compared to 14% in the rest of the country. However, in 
all three market sectors, small firms in the Atlantic provinces 
employ a higher proportion of the workforce than their 
counterparts in the rest of the country. 

Turning next to the way the increase in employment during 
1979-88 was distributed between industries, a different picture 
emerges yet again. As Table 2.12 shows, 28% of all new jobs 
during the decade were in trade, although only 15% of total 
employment was in that sector in 1987. The other major 
contributor was personal and business services, which accounted 
for 2112% of the new jobs, despite employing only 13% of the 
workforce in 1987. The powerhouse in this sector in Canada is 
business services, which was the fastest growing industry in the 
country for all of the 1980s. In the Atlantic provinces, however, 
the strength in this industry comes from personal services, as 
will be shown in the next chapter. The third strong industry was 
the primary sector, which accounted for only 2% of 1987 
employment, but it created 4.6% of the new jobs during 1979- 
88. 


Despite its important contribution to job creation, personal 
and business services still causes some concern because, in 
Canada as a whole, this industry made a proportionately bigger 
contribution to a significantly greater rate of employment 
growth than it did in Atlantic Canada. The key sub-industry is 
services to business, which is the strongest part of the industry 
in Canada, but not in the region. This industry centres around 
head offices and regional offices, which create a large variety 
of service needs. 

Atlantic firms also did not do as well in manufacturing as 
they did in other industries, although this was consistent right 
across the country. In the region, manufacturing accounted for 
5% of new jobs on a base of 14% of total employment. 

In the funded sector, the employment gains were relatively 
small in a constrained public administration, but community 
services more than made up the difference, with a 22% share 
of all new jobs, on a base of 132% of total employment. 
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Table 2.12” 
Distribution of employment gains in the Atlantic region, 
D be industry and size 


ne ieee Hee dist buten at employment gains, by Tague eee erdoune ea 
distribution of employment gains in small firms, by industry. Atlantic region, 1979-88 
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The importance of small business is abundantly clear from 
their share of job creation in the goods-producing sector, where 
they accounted for 133% of the new jobs (in other words, big 
firms declined by an amount equivalent to 33% of all the new 
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jobs created). As Chart 2.11 shows, this was particularly so in 
construction (where 151% of new jobs were created by small 
firms) and manufacturing (137%). Almost as important were 
primary industries, where small firms accounted for 95% of the 
jobs created, and personal and business services (90%). 


Chart 2.11 *4 
2 Where small firms really abshs a difference 
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Comparing the Canadian and the region’s distributions of 
job gains, market services was a bigger player in Canada, 
accounting for 334%2% of the new jobs, compared to 26% in the 
region. As Table 2.13 shows, the main source of this difference 
was personal and business services, which accounted for 272% 
of the total in Canada, compared to 212% in the region. Trade 
was also relatively more important in the Atlantic region, 
accounting for 28% of the jobs, compared to 23% in Canada as 
a whole. 

Small firms in Canada carried a bigger share of the job- 
creation load than their counterparts in the Atlantic region in 
the goods-producing industries and trade. In the former sector, 
new jobs created by small firms were more than 150% of the 
total new jobs; in manufacturing, small firms created two jobs 
for every one lost by big firms. In market services, however, 
small firms played a lesser role in Canada than in the Atlantic 
region, accounting for 91% of new jobs compared to 106% in 
the region. In personal and business services, small firms 
accounted for 81% of the industry’s new jobs in Canada, 
compared to 90% in Atlantic Canada. 

In comparing the distribution of employment gains in small 
firms and in all firms, there is surprisingly little difference in 
Canada. The major exceptions are the funded sector, naturally, 
manufacturing and transportation, communications and utilities. 
All the others are quite close. 
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Table 2.13” 
Distribution of employment gains in Canada, 
; __ by industry and size 


See wees SESE esimaucleaereerere me 5 : eee EON ORNL OR SOIT 
Roch ena distribution of employment gains, By adcivie ahd amount ‘and 
distribution of employment gains in small firms, by industry. Canada, 1979-88 
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tNotes: aie abbreviations are for Taha paraion COnatinications are Utilties sd C & U), 
Finance, Insurance and Real Estate (F,! & RE) and Personal and business services (P & B 
services). Community services includes education and health and welfare. 


For some of these industries, mere size explains their share 
of the new jobs created - the big employers can create a big 
share of new jobs even with a relatively slow growth rate. The 
future, however, belongs to the industries which are growing the 
fastest. As was mentioned earlier, employment grew more 


Source: Employment Dynamics 
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slowly in the Atlantic provinces (23.5% during 1979-88) than in 
Canada as a whole (29.9%). However, big firms in the region 
did almost as well (8.1%) as big firms in Canada (8.5%), while 
small firms grew significantly slower, at 56% in the region, 
compared to 73% in the whole country, as Table 2.14 shows. 
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Source: Employment Dynamics 
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The slower growth rate in small firms in the Atlantic 
provinces applied across almost all industries, the only excep- 
tions being primary and finance, insurance and real estate. In 
two other industries, growth rates of small firms in the Atlantic 
region came close to matching national growth rates (manufac- 
turing and retail trade), but in all the other industries growth 
rates of small firms in the Atlantic provinces were significantly 
lower than Canada’s. In the critical industry of personal and 
business services, the growth rate of regional small firms was 
64%, a respectable growth, but still some way behind the 
national 84%. 

In the big firms, by contrast, the Atlantic region did better 
than the whole country in seven of the 11 industries. In the 
goods-producing industries, cutbacks in the region’s big firms 
were gentler than in Canada’s big firms in manufacturing and 
construction and slightly worse in mining. The farming and 
fishing concerns increased their employment slightly in the 
region, while their counterparts in the rest of the country cut 
theirs back. The industry where big firms expanded most was 
retailing, with a growth rate of almost 40% in the Atlantic 
provinces, compared to 24% in Canada. The exact opposite 
applied in public administration, where regional employment 
crept up less than 10%, compared to 28% nationally. 

The end result of this matrix of industries and sizes is 
illustrated in Table 2.15, which shows the contribution to the 
total increase in jobs by each size category of each industry. By 
far the most significant contributors were firms employing fewer 
than 20 people in retail and in personal and business services, 
which accounted for 16% and 14% of total new jobs respective- 
ly. The next largest group of contributors accounted for 4%-9% 
each, all of them employing either fewer than 20 people or 
more than 500. The former group includes manufacturing, 
construction, finance, insurance and real estate and community 
services; the major contributors among big firms include retail, 
community services and public administration. 

The categories which cut back the most were all big firms, 
with more than 500 employees: transportation, communications 
and utilities (-4.8%), manufacturing (-3.3%) and mining 
(-1.1%). Construction firms with more than 100 employees 
reduced employment by 1.4% over the decade. 
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Table 2.15 7” 
Sources of new jobs - and lost jobs - in Atlantic Canada 


percentage snes of total new nate seared during 1979- 88 af Saal category ai ae 
size in each industry. Atlantic region. 
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The contributions of these categories to overall job creation 
was somewhat different in Canada as a whole, notably in firms 
with fewer than 20 employees, in which manufacturing made a 
bigger contribution (8.8% compared to 6.0%), and retail and 
primary made a smaller contribution (respectively 1.7% 
compared to 4.4% and 10.4% compared to 13.7%). 


7Source: Employment Dynamics 
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In the biggest firms, manufacturing did better in the region, 
laying off only 3.3% compared to 5.3% nationally. Large retail 
stores also expanded more in the Atlantic provinces (7.5% 
compared to 3.1%), but personal and business services did 
worse, reducing employment by 0.1% while their counterparts 
nationally expanded 2.5%. 
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CHAPTER 3 
SMALL BUSINESS DYNAMICS 


Ww job creation is analyzed on an annual basis during the 
period 1979-88, it quickly becomes apparent that, beneath 
the overall performance during the decade that was described 
in the last chapter, there are some wide swings and trends 
within trends. Chart 3.1 shows, for the Atlantic region, the 
annual variations in employment and real gross domestic 
product. 


Chart 3.1 ' 
APBD growth in the Atlantic provinces 
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1§ource: The Conference Board of Canada and Employment Dynamics, published 
by the Small Business and Special Surveys Division of Statistics Canada. 
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In 1979-80, employment was increasing faster than GDP, 
which is a classic sign of an impending recession. The mini- 
recession of 1980, when GDP declined by a gentle 0.7%, set the 
alarm bells ringing and employment growth slowed sharply, 
reaching a growth rate lower than GDP growth, where it stayed 
until 1987. During the 1982-83 recession, the gap between 
employment growth and GDP growth widened, particularly in 
1983, when, despite strong growth in the economy, most 
employers were still reacting to the events of 1982. This is, of 
course, the inevitable response to the excesses of the previous 
phase in the economic cycle. In the first three years after the 
recession, employment consistently grew more slowly than the 
economy, as employers cautiously kept their workforces lean 
and mean, wishing to avoid, at any cost, the bloodletting of the 
recession years. By 1987, employment growth had caught up 
with economic growth and in 1988, employers went on a hiring 
binge that far outpaced economic growth and signalled the 
inevitability of the then-incipient recession. 

The pattern nationally was quite similar, as Chart 3.2 
shows, but with some variations. Compared to the region, 
Canada did better in 1980 but much worse in 1982-83. The 
1980 slowdown did not drag the economy into real decline, as 
it did in the Atlantic provinces, although growth did decline to 
1.5%. In 1982, however, the Canadian economy sank by 3.2%, 
a much worse performance than the Atlantic region’s 1.4% 
decline. In the two years that straddled the recession, the 
Canadian economy experienced zero growth, while the Atlantic 
provinces enjoyed a positive growth of 1.3%. Accordingly, the 
decline in employment in Canada in each of 1982 and 1983 was 
3%, compared to 242% in the two years combined in the region. 
The subsequent recovery in employment, however, was 
substantially stronger nationally than it was in the region, 
thanks mostly to an extraordinary boom in Ontario. 


Chart 3.2? 
Annual growth in Canada 
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When the same data is analyzed for each of the provinces 
in the Atlantic region, the year-to-year movement is much more 
erratic, making it difficult to discern underlying trends. The best 
way to highlight these fundamental trends is to break down the 
decade into shorter periods of two or more years, during each 
of which the underlying trend is stable and the normal annual 
variations cancel each other out. 

The psychology of employment growth depends on whether 
the economy is booming or busting. In boom times, employers 
hire on the basis of their experience in the recent past, which 
translates into overhiring, which, in turn, precipitates excessive 
corrections when the boom ends. In difficult times, this experi- 
ence is remembered only too well and employment growth is 


*Source: Employment Dynamics and the Conference Board of Canada 
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predicated on perceptions of likely future growth. This psychol- 
ogy is particularly prevalent in large organizations, which are 
driven by budgets. Small firms tend to be perennially cautious 
in their hiring policies, because they have to husband their 
resources more carefully and because they are forced to react 
to changes in the environment more rapidly. 

The net result is that the excessive swings in employment 
that exaggerate the economic cycle are caused mainly by the 
large organizations. When their guesses turn out, like most 
forecasts, to be imperfect, they correct the situation the 
following year. These corrections, however, are not significant 
in the analysis of employment growth because they are mainly 
exercises in fine-tuning. The changes that hold lasting import- 
ance for an economy are the underlying trends, arising from 
organizations’ decisions to expand or trim their workforces in 
line with real growth, new ventures and productivity improve- 
ments. 

The best way to illuminate these underlying trends is to 
combine years which incorporate compensating short-term 
corrections of employment decisions. When these fine-tunings 
are smoothed out, it provides a clearer view of the underlying 
development of employment growth. For Canada and the 
Atlantic provinces, there are five distinct periods in the decade 
when the short-term fluctuations appear to cancel each other 
out, leaving a clear picture of the underlying trends - 1979-81, 
1982-83, 1984-85, 1986-87 and 1988. 

Overall, during the decade to 1988, the Atlantic region 
averaged annual growth of 2.9% in Gross Domestic Product 
and 2.1% in employment. This constitutes a significant slimming 
of the workforce relative to output, as only 72% of economic 
growth translated into employment growth. In Canada as a 
whole, the slimming program was less severe, with Gross 
Domestic Product growing an average of 3.2% and employment 
2.7% (or 84% of the economic growth). Among the Atlantic 
provinces, average growth in the Gross Domestic Product was 
about 3% in P.E.I., Nova Scotia and New Brunswick, and 2.4% 
in Newfoundland. In all four, employment growth was slower 
than economic growth, varying from a high of almost 90% of 
the economic growth rate in P.E.I. to 80% in Nova Scotia and 
about 70% in New Brunswick and Newfoundland, where hiring 
has been particularly slow to respond to economic growth. 
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Returning to the analysis of underlying trends in the five 
principal periods during the decade to 1988, Chart 3.3 shows 
that even with this levelling process, the trends in each of the 
four provinces varied significantly. 


Chart 3.3% 
Annual growth for GDP and SEE as te y meee, 


Raiidalved trowth rates in the five principal periodst from 1979 to 1988 for 
employment and real GDP, for each of the four Atlantic provinces. 
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Newfoundland was the most cautious, keeping its hiring 
tightly in line with economic trends, even before the recession. 
Only in 1988, a year when employers expanded their 


3Source: Employment Dynamics and the Conference Board of Canada. 
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workforces dramatically all across the country, did Newfound- 
land employers allow their employment to grow slightly faster 
than the economy. In New Brunswick, hiring was excessive in 
1979-81, but controlled very tightly - perhaps too tightly - from 
the onset of the recession, until it exploded in 1988. In Nova 
Scotia and P.E.I., hiring was less restricted in the recession and 
more in balance with economic growth in the four following 
years, so hiring in 1988 was not quite as excessive as in the rest 
of the country. 

The response to recessionary times varies a great deal 
between sectors of the economy, as Chart 3.4 shows. 


Chart 3.4 4 
Tt he sectors differ in both recessions and SST 


MEEae rintak TRTY in Bea ley tient within Gace Saat Fann auth main reaclora 
Atlantic Canada, 1979-88 


Annual growth rate 


1979-81 1984-85 1988 
~ 1982-83 1986-87 
Period 


—#- Goods— —& Trade ~-#e Market —*— Funded 
producing services sector 


RONAN 


— areiaansomecaee . —SS—E ae 
ESSSS SSS SSRN SRR RRR RROR AER S RANA ERR IRR RRR RRR NORRIS IR RRA RRR NNR OR SRA BERRA RRR 


tNote: See note to Chart 3.3 


‘Source: Employment Dynamics 
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As might be expected, the funded sector went against the 
trend during the recession, when it continued to increase 
employment, even if at a reduced rate. And in the two years 
immediately after the recession, the funded sector grew faster 
than any other sector, responding, perhaps, to the job losses of 
the recession. The goods-producing sector, however, reacted 
dramatically to the changing economic environment, slashing 
employment by more than 5% a year during the recession and 
then recovering very slowly until 1988. 

Trade and market services were somewhere in between, 
although, as mentioned previously, employment grew unusually 
quickly in the former. The trade sector was the only exception 
to the pattern of retrenchment during the recession, strong 
recovery in the two following years, then consolidation in the 
two years after that, before embarking on the hiring binge of 
1988. Employers in the retail sector went on a hiring binge in 
1986-87 and maintained it in 1988. 

When growth rates are examined for big and small 
employers over the same periods, Chart 3.5 shows how big 
employers followed an almost identical pattern in the Atlantic 
region and nationally. 

Small employers everywhere increased their employment 
more rapidly than their large counterparts, of course, but the 
pattern was a bit different in Canada and the region: small 
firms in the Atlantic provinces do not grow as rapidly in boom 
times and they cut back their employment less drastically in 
recessions. 
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Chart 3.5 ° 
Small firms outgrow big firms, year after year — 
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Taken together, it is important to recognise that the share 
of new jobs created by small firms depends as much on growth 
in big firms as in small firms. When big firms are hiring aggress- 
ively, it is inevitable that the share of small firms in job creation 
should fall. During most of the 1980s, the big employers were 
in a period of severe retrenchment, so small firms carried a 
progressively greater share of the load of creating new jobs. In 
1988, it appeared that this trend was starting to be reversed. As 
Table 3.1 shows, the share of new jobs created by small firms 
fell to 63% in 1988 from levels that averaged 95% in the 
previous two years. 


‘Source: Employment Dynamics 
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Table 3.1 ® 
The annual eeuys, of new ‘jobs for small and big firms 


NOneee z new obs created each year by einai Ba ae all fi irms, | ‘and ie Harel 


the total represented by small firms. Atlantic region, 1979-88 


Number of new jobs in firms that are: Small-firm 

: share of 

Year | Sma | Big | Allfiems | new jobs 
[eos [ones [cos 


1979 13.7 21.4 35.1 39.0 


1983 15.2 -19.6 -4.4 n/a 


The progression during the decade was impressive from the 
perspective of small firms. In the three years before the 
recession, they accounted for 48% of all new jobs. During the 
recession, they created jobs while big firms shed them in large 
numbers. Small firms then accounted for 77% of all new jobs 
in the following two years, and 95% in the two years after that. 
Then, in 1988, their share dropped to 63%. 

There were many prepared to say that the era of the small 
firms had passed. Subsequent events appear to have proved 
that theory wrong. The reason for the low share of small firms 
in 1988 was, of course, the aggressive hiring of big firms that 
year, as Table 3.1 shows. As is now well known, this hiring 
binge was substantially reversed in 1989-90, when big employers 
shed labour as fast as they did in the 1982-83 recession. When 
the statistics for 1989 and 1990 are available, it will be seen 
that small firms have maintained their position during 1988-90 
as the primary source of new jobs, in the Atlantic region and in 
Canada. 


6Source: Employment Dynamics 
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Births, deaths and survivors 


eas emergence of small businesses as the primary source of 
new jobs conceals a powerful trend that reflects fundamen- 
tal changes in social and economic structures. This trend is the 
remarkable surge in the rate of new business formations. There 
are numerous social and economic forces pushing it ahead, 
including: the downsizing of big firms; the realization that there 
are diseconomies of scale in managing very large organizations 
effectively; the growing social acceptance of self-employment; 
the frustration of highly trained people, particularly women, 
who find their professional goals do not mesh well with those 
of their employers; and the soaring number of business 
opportunities for nimble and innovative firms. These and many 
other trends are encouraging thousands of people to take the 
plunge and start a new business venture. 

Of course, many new ventures are run by well-established 
entrepreneurs, sometimes even by big organizations. And often 
the new ventures are not even statistically observable, because 
they are part of larger organizations that are building new 
products and services on the basis of their existing businesses. 
But, in a world where the rate of change is accelerating, it takes 
much more than this to meet the torrent of opportunities that 
big employers are often too slow to grasp. So there has been a 
strong and steady increase in the number of people who are 
self-employed, admittedly not always by choice. And there has 
been an even stronger wave of new business formations, many 
of which are growth-oriented. 

It is these young firms rather than small firms generally 
that dominated the process of job creation in the 1980s. This 
fact carries an important corollary. Young firms are vulnerable 
and rarely survive very long. In fact, the average life of a firm 
in the Atlantic provinces is only 6% years. This does not mean 
that the jobs they create are transitory, however, because the 
discontinued business often resurfaces under a new name or 
new management - or the entrepreneur may start another 
business. An individual enterprise may fail, but any good idea 
or business will survive and prosper. This is especially true in 
industries that are growing and evolving rapidly - specifically, 
the ones with promising futures. A high failure rate means that 
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new ideas are bubbling to the surface and many are bursting 
when they reach the air. 

It is also important to distinguish between the business 
owner and the business. Stable businesses are the product of 
experienced entrepreneurs. Unfortunately, most entrepreneurs 
gain this experience through the school of hard knocks, so 
many succeed only at their third or fourth attempt. This might 
seem like an inordinately expensive form of training for an 
economy to undertake, but the social cost of these "failed" 
attempts is not as high as many would assume. Many of the 
ventures that do not succeed are not "failures", even though we 
shall call them this in this report. Bankruptcies and receiver- 
ships represent only a tenth of the businesses that cease 
operations. The failure statistics in this report deal with busi- 
nesses that cease to exist, but this can be for many different 
reasons. 

A recent survey’ found that 10.6% of businesses that 
ceased operations in Atlantic Canada in 1987 resulted from 
bankruptcy or receivership; 43.5% were voluntarily closed or 
suspended by the owner, usually because competition was too 
tight or the profit margin was too small; another 35.1% were 
sold as going concerns or folded into another business. Other 
reasons include retirement, finding a better opportunity, and 
boredom, to mention just a few of the reasons given. 

The high failure rate that accompanies the early existence 
of all new ventures is therefore not an unhealthy sign. It means 
that entrepreneurs are experimenting, trying new things, most 
of which don’t work out. There are significant costs involved in 
bankruptcies, it is true, but these are best viewed as part of the 
cost of doing business. The benefit of every failure is an 
entrepreneur who is a little wiser, along with his or her banker, 
supplier and customer. Abandoned businesses are the fertilizers 
of successful businesses. 

In the Atlantic provinces, during the period from 1979 to 
1988, new business ventures amounted to an average of 20% of 
the total number of existing businesses every year. Of course, a 
large share of those gains was lost through businesses that 


7Source: Survey of Business Terminations, prepared by the Small Business and 
Special Surveys Division of Statistics Canada for the Atlantic Canada Opportunities 
Agency, 1990 
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ceased to exist; they clawed back the equivalent of slightly more 
than three quarters of the new ventures. 

These rates are, of course, averages based on the experi- 
ence during the 1980s. There are significant variations from 
year to year that reflect the economic climate. In order to 
understand these annual variations better, a model was con- 
structed to obtain the expected number of annual failures and 
startups regardless of economic cycles. The model uses the 
number and ages of the existing businesses each calendar year 
and the 1978-86 average startup rate and average failure rate 
at each age. The expected startups and failures are therefore 
averaged over a full economic cycle. Chart 3.6 compares 
expected failures with actual failures, revealing two notable 
phenomena: 

@ The number of failures in 1982, the worst year of the 1981- 
82 recession, was significantly below the expected number. In 
fact there were fewer failures in 1982 than in 1981. This is not 
a reflection of startups in previous years, because the expected 
failures are adjusted to account for that. Also, bankruptcies 
rose significantly in the 1982 recession. However, as bank- 
ruptcies are only about a tenth of total "failures", it must be 
surmised that there was a dramatic reduction in 1982 in the 
occurrence of business cessations for other reasons, including 
simply folding the business, or selling it. In recessionary times, 
owners of small businesses batten down the hatches and activity 
slows in every area of business. These owners may, in fact, be 
less likely to dispose of their firms during recessions because 
their value is lower or they want to wait for better times to pay 
off debts. 

@ The number of failures in 1987 exceeded the expected 
failures by a very wide margin. This jump in failure rates was 
consistent across all ages of businesses and was almost identical 
to the 1987 surge in failure rates in Ontario. The jump is so 
extreme that it looks like an aberration; it is doubtful it should 
be included in the analysis, so most of the analysis in this 
section was done on the basis of the experience during 1978-86. 
It is not possible to speculate why this happened. Data for 1988 


(which will appear in next year’s report) and 1989 may throw 
some light on it. 
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Chart 3.6 
The impact of the economic climate ¢ on n failures 
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Turning to startups, Chart 3.7 shows how actual startups 
compare with expected startups. As might have been expected, 
startups dropped significantly in 1982. For most people, but not 
all, a recession is not the preferred time to start a new business. 
However, there was a compensating surge of startups the 
following year, so that, in the two years combined, total startups 
were not too different from the expected startups. After 1983, 
startups progressed at the expected rate, or slightly below, 
through to 1988. 


8Source: Small Business and Special Surveys, Statistics Canada, which performed 
a special analysis of firms exiting, by year of startup and exit, based on Employment 
Dynamics. The statistics are more refined than Employment Dynamics, because they 
remove some double counting of firms that did not report for one or more years. 
Absolute numbers do not therefore always agree with those in the Employment 


Dynamics. 
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Chart 3.7 ° 
The impact of the economic climate on startups 


Actual and expected startups, 1979-88, Atlantic region. 
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It can be questioned if the rate of new business ventures 
will continue indefinitely at the current high levels. Startups are 
driven by a combination of existing entrepreneurs starting new 
ventures and people switching into self-employment from 
employment. The latter has been a major source of new 
ventures in the 1980s, but there will presumably come a time 
when most of the people who are likely to switch will have 
switched and the influx into self-employment of people with 
entrepreneurial potential will level off or decline. This will 
likely depress the rate of startups. In Ontario, for example, 
some indicators suggest that the startup rate slowed down in 
1988 and then declined after that, although the reason for this 
has not been firmly established yet. In the Atlantic region, the 
percentage of the workforce that is self-employed has declined 


*Source: Special analysis of Employment Dynamics 
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in the past year or two, as it has in Ontario, but the region’s 
startup rate did not slow down in 1988 like Ontario’s, so it is 
not clear at this point to what extent the region will follow 
Ontario’s trend. 

A different kind of indicator emerges from a recent 
survey’® of startups in the Atlantic provinces, which found that 
70% of the entrepreneurs starting new businesses were in 
business for themselves for the first time. A comparable 
study"! for Canada in 1988 found that only 58% of startups 
were first-time entrepreneurs, so it is reasonable to conclude 
that the Atlantic provinces have been slower in attracting 
potential entrepreneurs than the rest of Canada. 

It is unlikely this ratio of first-time entrepreneurs will 
remain so high for long. However, almost 20% of the first-time 
entrepreneurs whose businesses did not survive started another 
business after their first one failed, according to the survey!” 
of business terminations mentioned previously. Almost half 
abandoned self-employment, for a while at least, but many of 
them will try again, if the Atlantic experience follows that of 
other jurisdictions. Without any hard evidence, the best guess 
is that new business formations may continue at current high 
levels in the Atlantic region until the entrepreneurs start to 
mature and build fewer, stronger businesses. 

The net result of these large numbers of startups and 
failures is that the total number of businesses in Atlantic 
Canada increased at an average annual rate of 4.5% between 
1978 and 1988, as Table 3.2 shows. The net gain in 1988 was 
significantly lower than previous years because of the extraordi- 
nary jump in failures that year, as mentioned previously. 
Startups averaged 20% of the existing businesses each year and 
failures averaged almost 152%. If the final year of the period 
is excluded, the average failure rate would have been 14.9% 
instead of 15.4%. 


Source: Survey of Business Startups, prepared by Statistics Canada for the Atlantic 
Canada Opportunities Agency, 1990 


Source: Study of Business Start-Ups in Canada, Decision Marketing Research Ltd., 
1988 


"Source: Survey of Business Terminations 
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Table 3.2% 
| TI he ebb and flow of businesses 


Startups, Bicwiese aaron oar the total maribet of ret in eerienca aoe 
year, and the resulting net gain from startups and cessations. 1979-88, Atlantic 
region. 
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Startup rates and failure rates vary quite widely between 
the four provinces in the region, as Table 3.3 shows. By far the 
highest startup rate is 24%, in Newfoundland, which also has 
the highest failure rate, at 184%. The other three provinces 
are bunched close together, with startup rates varying from 
18.4% to 19.4% and failure rates from 14.3% to 15%. 

In Ontario, the startup rate is lower than in the Atlantic, 
averaging about 15%4% of the existing businesses, and the 
failure rate is, proportionately, slightly less than 12%. The net 
gain in Ontario was only slightly lower in the 1980s, at 3.8% a 
year, than the Atlantic region’s 4.5%. 


Source: Special analysis of Employment Dynamics 


Table 3.3 
_ The life expectancy of young firms 


Sellar lieheelatal bats 2 debe s ee eseaeiaih a hshetstslsed ESSE Stele NesaSsSaletesesae esate vsstezeletelctesctetetoletetrtotetetete 
Startup and death rates and the average annual net gain of small businesses, by 


province, 1979-86. Also, the percentage of total deaths that are in their first year of 
operation and the life expectancy of startup firms. Atlantic region and Ontario. 


Startup | Failure Net 1st-year 
rate rate gain deaths as a | expectancy 
Province % of total at startup 
deaths 


Newfoundland 24.0 18.3 5.7 48.1 6.19 


Atlantic region 19.9 15.4 


Ontario ewe 11.9 
SESS SS OSS CSCO C OCS SERS CROSS SCONES ESR 
tNotes: The life expectancy is the average life of 
of firms in the Atlantic region between 1979 and 1986, with rates for firms more than 9 years old 
projected at 9% a year. 
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The most likely explanation for the lower rates in Ontario 
is that it has the most mature provincial economy in Canada, 
with the best developed infrastructure to support small and 
growing firms. Much of this infrastructure is informal, between 
entrepreneurs who can help each other. But it also includes 
financial institutions, governments, suppliers and business 
customers. Until an adequate infrastructure for small businesses 
is formed in other provinces, their new firms will continue to be 
more vulnerable and therefore more likely to fail. 

In fact the higher failure rate in the Atlantic provinces is 
almost entirely attributable to the experience in the first two 
years of life in new businesses. About 45% of all firms that go 
out of business in the Atlantic provinces are in their first year 
of operation. In Ontario, the comparable share is about 30%. 
Chart 3.8 shows how failure rates in the Atlantic region are 
almost identical with those in Ontario in the third and subse- 
quent years of a firm’s life. But they are much higher in the 


M4Source: Special run of Employment Dynamics 
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first year (35% compared to 23% in Ontario) and the second 
year (20% compared to 17%4% in Ontario). 


Chart 3.8” 
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Because of these high failure rates in the first few years of 
a firm’s life, only 43% of new ventures in any year survive their 
first three years and slightly less than a third make it through 
their fifth. In Newfoundland, which has the highest failure rates, 
only 39% survive to the end of their third year and 29% last 
five years. In Ontario, the experience is a bit better, but still 
daunting - 53.5% survive the first three years and 41.5% make 
it to the end of their fifth year. 

When startup and failure rates are analyzed for each 
industry, Table 3.4 shows that startups are heavily concentrated 


Source: Special analysis of Employment Dynamics 
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in one industry, namely personal and business services. The 
average startup rate during the decade was 25.6% in this 
industry, compared to an average of 20% in all industries. The 
next highest rate in an industry with a significant number of 
firms (mining has too few firms for its startup rate to be 


significant) was in construction, which had a startup rate of 
18%. 


Table 3.4 % 
; Where the action is 


Bianupe | BeiNeen n 1979 and 1988 and felluroeiesinasn 1678 a: and 1987 and riot 
corresponding startup and failure rates, by industry. Atlantic region. 


TOTAL | ri 135,024 ae 104,719 van 3.2 ” 15.4 


Notes: oe Pa hehe Sp are ap Perera & Bis tise. eres P. & B Sonal sara ee 
Communications & Utilities (T,C & U), Finance, Insurance & Real Estate (F,1 & RE). Community 
Services includes education and health and welfare. 


When personal and business services is examined in its 
component parts, it emerges that one industry is almost solely 
responsible for the rapid growth in business starts, namely 
personal services. This sub-industry has a startup rate of 38.5% 
and a failure rate of 27.5%, giving it an unusually large net gain 
over the decade. Personal services accounted for almost 21,000 


16Source: Special analysis of Employment Dynamics 
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startups during the decade (or 15% of the total for all indus- 
tries) and almost 15,000 failures (or 14.2% of the total for all 
industries). The other sub-industries in personal and business 
services (business services, amusement and recreation, accom- 
modation and food and miscellaneous services) all had startup 
and failure rates that were close to the average for the region 
as a whole. 

Looking at all industries, Table 3.4 confirms the overall 
observation that failure rates are closely correlated with the 
startup rates; the only exception is the primary industries where 
failure rates are much lower than elsewhere, compared to the 
Startup rate. 

All of the discussion in this section has focused on the 
number of businesses entering and exiting the economy. The 
impact of all this activity on employment is, of course, immense. 
New business formations created 210,000 new jobs during 1979- 
88, significantly more than the 165,000 created by expansions 
of firms that existed in 1978, as Chart 3.9 shows. These births 
represent 131% of the total net new jobs created during the 
decade; in other words, employment in 1988 in the firms that 
didn’t exist in 1978 was 131% of the total increase in employ- 
ment during the period. Without the births, employment would 
have declined by 7% instead of increasing by 23.5%. 

Of course, "deaths" took away most of these gains from 
births because of the high failure rate of new firms in their first 
three years. Jobs lost from deaths amounted to 135,000, leaving 
a net contribution of 75,000 to new jobs by births and deaths. 
The net contribution from expansions and contractions of firms 
that existed in 1978 was slightly higher, at 85,000, but the 
components were somewhat less - 165,000 jobs gained from 
expansions and 80,000 lost from cutbacks. 

Births involve small firms to a large degree (as do deaths), 
so jobs created by births are almost entirely in small firms. This 
is the foundation of their overall predominance in job creation. 
Big firms make their important contribution in expansions - 
although their contractions are also significant. Either way, it is 
remarkable how much activity surrounds relatively small net 
changes in employment. This dynamism of the small-business 
sector makes it difficult to follow or even understand for those 
who are not themselves involved in small firms. 


Chart 3.9 ” 
Births, | deaths, expansions and contractions 


fiébs created by firms formed during 1978-88 and by expansion oi ee Smet in 
1978; jobs lost from contractions or cessation of firms existing in 1978. Atlantic 
region, 1978-88. 

250 


amiaincd5 0 WU 
act Yj 
> wv 100 
2 
ree 
pio 
= (50) 

(100) 

150) 

Expanding Births Net gain 
Declining Deaths 


Status of firms 


BB Small firms [__] Mid-sized firms YZ Big firms 


7 191010910: 00-0090 0079-9 ic 050-0591 0: 95010: 019-9 9101010 BIG O1G10191 819101919010" 0. 0°9:9: 0) 916°0 010-6. 010' 00100. 01070010 0. OO). lose} % 0:00:90. 010" 0.000.070 10:07 0. 
piece uneiineieseeeieeiie ieee igivsosesesessissesnseaniobeeceuescceiereseseieceeses osereseanceasieseaeceleees 
Batarstatatatatatatetatattatatatatetatatatenat etch ate te eUnSa Raat NeT tat ate! ES Se OS sesesesestaestat tae tatatetate 


The picture changes dramatically if the funded sector is 
excluded, as Chart 3.10 shows. In the market sector, new jobs 
created from births accounted for 176% of the total jobs 
created between 1979 and 1988, compared to 131% in the 
economy as a whole. Small firms formed after 1978 alone 
accounted for 139% of total new jobs in the market sector. 
Among the firms that existed throughout the period under 
examination, expansions made comparable contributions to new 
jobs in both the funded and market sectors, but job losses from 
declining firms were much higher proportionately in the market 
sector’s contractions. Job losses from contractions were the 
equivalent of 66% of the total jobs created in the market 


"Source: Employment Dynamics 
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sector, compared to 14% in the funded sector and 50% in the 
whole economy. The net contribution of expansions net of 
contractions to new jobs in the market sector was therefore 
only 40%, compared to 53% in the combined market and 
funded sectors. 


Chart 3.10 
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This means births played a much more important role in 
the market sector, where births net of deaths contributed 60% 
of the new jobs, compared to 47% overall. This reliance on 
births is considerably greater in the Atlantic region than it is in 
Ontario, where births accounted for 107% of the total new jobs 
in the market sector and births net of deaths contributed just 


8Source: Employment Dynamics 


less than half (48%) of the total new jobs. Births net of deaths 
in the whole economy contributed 39% of total new jobs in 
Ontario. 

Small firms, of course, play a more significant role in the 
market sector than in the whole economy. They accounted for 
more than 100% of the net jobs created by births and deaths, 
as might have been expected, given that births are far less 
common in larger firms. However, they also played the major 
role in expansions; small firms accounted for 83% of the net 
gain in jobs from expansions and contractions in the market 
sector. In the economy as a whole, small firms were responsible 
for 53% of the net employment growth from expansions net of 
contractions; and in the funded sector, they accounted for 20% 
of the net growth. 

The role that births and deaths play in job creation varies 
somewhat between the four provinces in the Atlantic region. As 
Chart 3.11 shows, in the market sector, Newfoundland relies 
most heavily on births for its new jobs, which contributed 194% 
of the total new jobs during the decade to 1988, compared to 
160% in New Brunswick, 143% in P.E.I. and 111% in Nova 
Scotia. Newfoundland also had the highest net gain from births 
and deaths, at 79%, compared to 74% in New Brunswick, 59% 
in P.E.I. and 51% in Nova Scotia. 
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Chart 3.11 "9 
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A profile of the selfemployed 


elf-employed people represent a smaller proportion of the 

labour force in the region than in Canada. Surprisingly to 
some, the gap was much smaller at the beginning of the 1980s, 
as Chart 3.12 shows. This was mainly because of the region’s 
traditional concentration of self-employed people in the 
fisheries, which is more of a lifestyle occupation than a busi- 
ness. This is reflected in the percentage of self-employed 
people who have incorporated their businesses. Once a business 
is incorporated, it is usually run on a more businesslike basis 
and is usually positioned to grow; in the long run, the really 


Source: Employment Dynamics 
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significant employment growth comes from incorporated 
businesses. In 1981, almost 80% of the self-employed had 
unincorporated businesses, compared to less than 70% nation- 
ally. 


Chart 3.12 7° 
The 2 growth in ) self-employment 
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In the course of the 1980s, the make-up of the region’s self- 
employment changed dramatically. By 1989, only 73% of the 
self-employed had unincorporated businesses, compared to 66% 
in the country as a whole. Their number peaked in 1987 at 
8.8% of the labour force, then declined precipitously to 8.0% 
in 1989. The absolute number declined from 87,000 to 83,000, 
reflecting the thinning out of the fisheries. The net effect has 


Source: A Profile of the Labour Force in Atlantic Canada, based on Labour Force 
Annual Averages and The Labour Force, Statistics Canada, 1989 
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been to change the composition of the self-employed in the 
region to a mix that is closer to the Canadian average. In fact, 
the number of incorporated businesses grew at an average of 
5.6% a year during the 1980s, compared to 4.0% nationally. 
This indicates that, although the self-employed in the region 
were barely growing as a percentage of the labour force, they 
were maturing into a group more likely to build businesses. 

This measurement of the self-employed includes all those 
for whom self-employment is their principal source of income. 
The idea of self-employment is wider than this, however, and 
can include those who are dabbling, those who are starting 
small and hoping to grow and those who slip in and out of 
employment, to mention just a few of the permutations of self- 
employment. 

In 1988, almost 165,000 people in the Atlantic provinces 
reported income from self-employment. This represents about 
18% of the people employed in the region. For many of them, 
of course, their business was something they did "on the side’, 
while they held down a full-time job. Others were turning a 
hobby into something that could generate some cash, although 
they didn’t depend on that cash to live. About 90% earned 
more than $25,000 a year, with almost one third of their total 
earnings being net income from self-employment, so they can 
be assumed to be serious about their self-employment. 

However, this understates the level of entrepreneurship in 
the region, because it omits people who have incorporated their 
companies. They don’t declare their income as self-employment 
income on their tax returns (from which this data is drawn), 
because they are employees of their own companies. These 
entrepreneurs would add about 3% to the total, so it’s fair to 
say that more than 20% of the people in the workforce in the 
Atlantic provinces are self-employed to some extent. 

One component of these numbers that needs to be 
interpreted carefully is that less than one third of the total 
income earned by these self-employed people came from their 
self-employment activities. The rest came from employment 
(about 60%) and "other" (40%). Employment earnings there- 
fore represent about 42% of the total income of people who 
are self-employed. This is partly because a significant propor- 
tion of the self-employed are running businesses on the side 
which give them a very small share of their overall income. 


Even then, however, the proportion of income derived from 
self-employment is probably understated, because self-employed 
people often have more than one business and they might be 
drawing a salary from one and self-employed income from 
another. Also the balance of income not deemed to be from 
self-employment almost certainly includes dividends or other 
forms of payment from their own businesses. It is probably safe 
to say that these statistics understate the share of income from 
self-employment, although they do not understate the total 
income. 

About 70% of the self-employed people in the Atlantic 
region are aged more than 35. Three-quarters are men, which 
is in line with the national situation. The dominant group 
among the self-employed is men aged 35 and over, who 
constitute about half the total. These men earn the highest 
average income of any group - about $34,000 in 1988. The 
lowest was earned by females aged less than 35, whose income 
averaged about $13,700 in 1988. On average, self-employed 
people earned net income of $27,000, including $8,400 from 
self-employment. If we exclude people whose primary source of 
self-employed income is rental properties, the average income 
is $26,000, of which self-employed income is $9,150 (35%). 

Chart 3.13 shows average earnings for males and females 
and for people aged less than 35 and 35 and over. 
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It is interesting to note that the females earned less than 
25% of their total income from self-employment, while almost 
a third of the men’s income came from self-employment. This 
appears to support findings elsewhere that show women build 
their businesses more slowly, living on much lower incomes 
than men do. The young, by contrast, relied most heavily on 
self-employment income, to the tune of 36%. 

Part of the reason for these variations lies in the careers of 
the self-employed. As Table 3.5 shows, more than half the 
income earned by women was from businesses, a much higher 
proportion than for the males, who have a stronger representa- 
tion in fishing. The most important source of self-employed 


*1Source: Demographic Profile of Self-employment, Atlantic Canada, 1987, prepared 
by the Small Business and Special Surveys Division of Statistics Canada. 
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earnings for young people was fishing, at 41%, a sharp decline 
from the previous year, when it was 50%. The over-35s, on the 
other hand, were most strongly represented in professional 
careers, which accounted for 43% of self-employed earnings, 
compared to 24% for the under 35s. Professional income is 
high and stable; income from business and fishing is volatile. 


Table 3.5 7 
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income, by gender and by age. Atlantic region, 1988 
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When the distribution of the self-employed by their income 
ranges is examined, it becomes clearer how many of them focus 
their efforts primarily on their own business. As Table 3.6 
shows, there are many more of them with net incomes less than 
$10,000 than with net incomes of $10,000-$25,000, particularly 
among men and people over 35. In fact, three quarters of the 
people with self-employed income of less than $10,000 have 
negative earnings from self-employment, indicating they are 
fully employed and running a business on the side. To grow a 
business to the point where it earns more than $10,000 takes up 
a lot of every working day, however, so many of them cannot 
progress that far. The ones who do develop their businesses 
quickly acquire a strong motivation to raise their earnings to a 


Source: Demographic Profile of Self-employment 
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livable wage, in order to compensate for the hours they are 
putting in. It is therefore likely that the people earning $10,000- 
$25,000 are fewer in number because they are mainly in 
transition; they either graduate up or give up. 


Table 3.6 7 
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Turning, finally, to the average net income earned by the 
self-employed, Table 3.7 supports the observation that most of 
the people with very low income from self-employment are 
gainfully employed elsewhere. Men who declared self-employ- 
ment income of less than $10,000 had an average income from 
other sources of $19,816 (and an average loss from self- 
employment $2,093), while those in the next category up 
($10,000 to $25,000) earned an average of $10,808 from other 


sources (while their average self-employed income was 
$10,120). 


*Source: Demographic Profile of Self-employment 
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Table 3.7 *4 
What the self-employed earn 
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as a percent of the average for all self-employed people. Atlantic region, 1988. 
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It is also notable that, for women and younger people who 
had gross income from self-employment of more than $25,000, 
the average total net income was well below $25,000 - at 
$17,262 and $19,946 respectively. Men and people aged over 
35, on the other hand had much higher average incomes of 
about $30,000. 


4Source: Demographic Profile of Self-employment 
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CHAPTER 4 
WHO, WHY AND HOW 


| Bie hbe aaa are not easy to pin down. Their complex 
individuality precludes easy generalizations about their 
personalities or their behaviour or about who will or won’t 
become an entrepreneur; their sheer numbers and diversity 
defy simple conclusions about the skills and characteristics that 
make the difference between success and failure. There is, 
however, a growing body of research all over the world that 
paints a believable picture of who these people are, why they 
put themselves in situations most people do their best to avoid 
and how they go about their business. 

In Atlantic Canada, two recent surveys have examined 
business startups! and small-business terminations? in an 
attempt to understand the region’s entrepreneurs. These 
findings provide many insights, which illuminate the life cycle of 
entrepreneurial firms and highlight just how much the region’s 
entrepreneurs have changed, even over the past seven years. 
The new breed of entrepreneurs that is emerging in the region 
is older, better educated and a more ambitious group of men 
and women than their predecessors. 

The survey on startups questioned a random sample of 
business owners and asked them to describe their experiences 
and how they felt at the time they started their firms; they were 
also asked to comment, with the benefit of hindsight, what 
would have made it easier for them to cope at the time. More 
than 60% of the firms in the sample were started before 19384, 
which represents a slightly older group of companies than the 
average for all firms in the region. At current rates of business 
formation and termination, the proportion that has been in 


14 Survey of Startups in Atlantic Canada, based on a sample of 822 owners, was 
undertaken by the Special Surveys Division of Statistics Canada on behalf of the 
Atlantic Canada Opportunities Agency. Conducted in the fall of 1989. 


2A Survey of Business Terminations, conducted by Statistics Canada on the basis of 
a 2% sample of taxfilers, both T1 and T2, who filed in 1987 but not 1988. Of the 781 
entrepreneurs and self-employed people who responded to the survey, 152 were no 
longer in business. 
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business for more than 5 years would normally be about 45%. 
In random surveys, however, there is often a bias toward more 
established firms because of difficulties in contacting the owners 
of newer firms, due to their rapid turnover. As well, this 
particular survey drew more heavily from incorporated busi- 
nesses than unincorporated businesses. 

For about 70% of the respondents, their current business 
is the first business they have owned. Most of them have not 
gone any further; almost two-thirds own only one business. 
Others have been more expansive: 18% have bought or started 
one other business and another 18% have bought or started 
two or more other businesses. 

Less than 15% of the sample are women. This is somewhat 
lower than the percentage of self-employed people who are 
women according to a number of other surveys (21%-30% 
depending on the survey), but it is not uncommon for random 
surveys to find that only 10%-15% of the firms in their sample 
are owned by women. Many of the firms owned by women are 
at an earlier stage of development than those owned by men, 
if only because women started emerging as entrepreneurs more 
recently; moreover, women tend to start cautiously and build 
slowly, so their low profile often means they do not show up in 
random surveys. 

In general, these firms do not attach a high priority to 
exporting. Less than 20% of them export outside their province; 
only 8% export outside Canada. 


Personal background 


T he average age of the respondents at the time they went 
into business for themselves was 34. However, those who 
started before 1984 were somewhat younger, at 33, than the 
ones who started after 1983, who averaged 37. Before 1984, 
60% of the new owners were less than 35, compared to 44% of 
the total subsequently. Startups by people aged 45 or older 
accounted for 10.6% of the total before 1984 and 19.5% 
subsequently. The more recent owners are in line with the rest 
of the country; the age distribution for the post-1983 period is 
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almost identical with the distribution in a comparable study of 
startups in 1987 across Canada’. 

New owners are not only older, but they are coming from 
very different career backgrounds, as Table 4.1 shows. 


Table 4.1 4 
Life before entrepreneurship 


SRS EE prior to gehing thelr current business of arneerancuts iz Atlantic 
Canada (surveyed in 1989), with firms that started before 1984 shown separately 
from those that started in 1984 or later 


Employment before startup bes Sereda Pre-1984 


Self-employed ernie ee Obes hiratiey tye Se Od 0d sar etd 


‘Employee pia iy 43.6 : 49.1 : ; 35.5 


In the most recent period, after 1983, by far the most 
important source of new entrepreneurs, accounting for almost 
half the total in the Atlantic provinces, were executives, 
professionals and people who were previously self-employed. 
More than a third of the startups after 1983 were by people 
who had already experienced self-employment. Before 1984, by 


3Study of Business Startups in Canada, prepared by Decision Marketing Research 
Lid. 1988 


4Sources: Ibid. Survey of Business Startups in Atlantic Canada, and Newly-formed 
Small Businesses in Ontario, 1982-84, 1988, conducted by The Creative Research Group 
Ltd. for the Small Business Branch of the Ministry of Industry, Trade and Technology, 
Ontario. 
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contrast, only a fifth had already been self-employed and less 
than 30% came from the ranks of executives, professionals and 
the self-employed. The biggest source of new entrepreneurs 
then was business employees, who accounted for 42% of the 
total. If all people who made the switch from non-executive 
employee to entrepreneur are combined, this group’s contribu- 
tion to the total supply of entrepreneurs fell from 49% before 
1984 to 35% subsequently. Finally, the number who went into 
business after becoming unemployed doubled to 6% after 1983. 

When these people decided to take the plunge, the most 
important influences on their decisions were their personal 
contacts and their previous employment. These two factors, 
alone or in combination, were the major influences behind 
almost half the decisions to become entrepreneurs. Personal 
contacts were most often cited in the survey, at 55% compared 
to 36% for previous employment. The third important influence 
were family members, who were cited by 30%. The next most 
frequent influence was school or training, at 8%. These findings 
are consistent with those of other such studies. 

In another study’ of entrepreneurs in the region, it was 
found that two thirds started their businesses from scratch and 
almost a third inherited or purchased their businesses. 

Not surprisingly, age made a difference in what influences 
really counted in the decision to become an entrepreneur. 
Personal contacts become a more important influence as a 
person grows older, particularly with men, two thirds of whom 
cited it as an influence once they had reached 45. For men 
under 35, only 44% mentioned it. The situation is similar for 
women, though less frequent; interestingly, women over 44 
mention it slightly less often than those aged 35-44, indicating 
perhaps a higher proportion who have spent time outside the 
work force. 

Previous employment also becomes progressively more 
important as the new entrepreneurs grew older, as might have 
been expected, but the survey shows that its importance drops 
off sharply once they reach 45. Only 30% of the men aged 45 
and over mentioned it, compared to 41% of their counterparts 
aged 35-44. For women, the comparable figures were 23% and 


*Source: Unpublished research conducted by the Atlantic Entrepreneurial Institute. 
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33% respectively. Presumably, entrepreneurship is a vehicle for 
a dramatic career change for people facing their mid-life crises. 
This is supported by other research, which shows a significant 
number of new entrepreneurs are "corporate refugees", who 
have decided they don’t like corporate life or vice versa. Other 
studies have shown that a significant proportion of new 
entrepreneurs are "pushed" into entrepreneurship by adverse 
experiences, but often these people have been thinking of 
starting their own businesses for some time, so they quickly see 
their "push" as an opportunity. 

The influence of the family declines rapidly once people 
pass age 25. It was mentioned as an important influence by 
44% of the men and 53% of the women aged under 25 but 
only 18% and 15% of the men and women who had reached 
4S. 

Turning to the biggest influence on the decision to become 
an entrepreneur - their own feelings - the biggest motivator for 
these people is their desire to be their own boss. This is 
consistent with many other studies of startups. The consensus 
stops right there, however. One explanation for the divergence 
of the findings on motivation is the wide range of different 
methodologies used in the studies: the conclusions of many of 
the surveys are open to question because they are based on a 
limited list of possible motivations suggested to the respondents. 
Few entrepreneurs will take the time to reflect carefully on 
their motivations when they are responding to surveys, so they 
rarely offer additional motivations that are not on the question- 
naire’s list of suggestions. 

In a series of studies during the 1980s by the federal and 
Ontario governments®, the perspective on motivations for 
starting a business changed gradually as the questionnaires 
became progressively more penetrating. In the early surveys, an 
initial reading of the motivations for starting a business came 
up with the six principal motivations: 


6Source: The State of Small Business, Ontario, 1989 
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1. To make money 

2. To be my own boss 

3. Saw a need for a product or service 

4. Always wanted to run a business, to do it my way 
5. Wanted to use my experience and skills 

6. Needed to make a living, economic necessity 


Of these, the role of money is by far the most complex. 
People tend to be less frank on this subject than almost any 
other. Some value money as a measure of their success; still 
others see it as a necessary ingredient in the quest to achieve 
their non-monetary goals. And some want money for the sense 
of power they believe it will bring them. 

For people going into business for the first time, money can 
be important because they believe greater earnings will prove 
that their talents were not appropriately recognized by their 
former employer. Money has also become a prime motivator in 
recent years for the people who are forced to start their own 
business because they were laid off and couldn’t find another 
job, but this phenomenon 1s still a relatively minor occurrence. 

Saying they are motivated by money can therefore mean 
many different things. It is interesting to note, however, that 
when entrepreneurs are given a wide choice of motivations to 
choose from in describing their own experience, money ranks 
much lower than it does in studies where the choices are fewer. 
It is reasonable to postulate that money sometimes acts as a 
symbol for a number of other, more deeply felt motivations. In 
the study mentioned previously’, money was mentioned as a 
motivator for starting a business by only 14% of the respon- 
dents, well behind "personal challenge" and "be my own boss". 

With these caveats in mind, Table 4.2 compares the 
motivations of the entrepreneurs in the region and in Canada 
(the national survey includes a significant proportion of 
entrepreneurs in Atlantic Canada). The biggest difference 
between these two studies is money, which ranks 17th in the 
national study and second in the region. 


‘Source: Unpublished research conducted by the Atlantic Entrepreneurial Institute 
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Table 4.2 ° 
What motivates entrepreneurs 


DERE ORO LOK rege 33 


f entrepreneurs 


Ranking of motivations, by percentage of respondents’ mentions, 
in Atlantic Canadat and Canadaft. 


Motivations asad Motivations iran 


1 Be my own boss 57% Sense of accomplishment 76% 


Oth 


8Sources: Ibid. Survey of Business Startups in Atlantic Canada, and the Canadian 
portion of a multi-national cross-cultural study A Cross-cultural Perspective on 
Entrepreneurship in Canada: What Motivates People to Start their own Business, by Rena 
Blatt, John Kyle, Andrew Szonyi and Roger Blais, 1988. 
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The examination of motivations was much deeper in the 
national study, which elicited a more subtle expression of 
motivations. There are risks to this approach, however, as many 
are repetitive. For example, the motivation implied in wanting 
to ‘work with people I choose" is not very different from 
wanting to “work with people I like" and it’s likely a large 
proportion of respondents to the two questions were the same 
people. The same could be said for "frustrated in previous job" 
and "avoid an unreasonable boss"; or even "be my own boss" 
and "freedom to adapt my own approach to work". The list 
could therefore be somewhat shorter, but it does serve the 
important purpose of eliciting all the possible motivations. 
Some of its more important conclusions, beyond the relative 
unimportance of money, that can be gleaned from the two 
studies include: 

@ The need to express themselves creatively features promi- 
nently. Variations of this motivation rank first and fourth in the 
regional study and second, third, fourth, ninth and 11th in the 
national study. 

@® The need to achieve is an important motivator. It ranks 
third in the regional study, and first and seventh in the national 
study. 

® ‘Corporate refugees" are an important segment of the new 
entrepreneurs. More than one quarter were frustrated with 
their previous jobs and a sixth wanted to avoid working for an 
unreasonable boss. More than a third wanted to work with 
people they liked. 

@® A major part of the drive to succeed is the desire to build 
something that will last. Variations on this theme include "start 
and grow a business" (Sth), "contribute to the firm’s success" 
(8th) and "develop an idea" (9th). 

® Recognition is not a major motivator, ranking only 21st in 
the national study. This may come as a surprise to many, since 
entrepreneurs are often assumed to be needy of recognition. 
However, almost all entrepreneurs have to battle the scepticism 
of practically everyone they know over their ability to achieve 
their goals, so they would not survive emotionally if they 
needed recognition. The prospect of recognition may be a 
source of strength through years of ‘just you wait", but it is not 
a motivator at the time of startup. 
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This raises the important point that motivations change 
with age and time and can also vary by sex. Successful entrepre- 
neurs who have been in business for 15 years are not motivated 
by the opportunity to be their own boss, because they already 
enjoy that. Both these studies sought answers that related to 
the startup, so "being my own boss" ranks high. In another 
study of established, successful entrepreneurs, this motivation 
appeared as independence in only 13th place. The most 
frequently mentioned motivator for these entrepreneurs was 
‘having fun", as Table 4.3 shows. 


Table 4.3 ° 
Motivations of successful entrepreneurs 


SOOO OOO POR RARER KK HIK RII siecle 


Ranking Yok poteaions: by orbeniags et Pes serticnis: mentions, of successful 
entrepreneurs in Canada 


[Rank [Motivations ‘| __ Mentions | 
1 Beving fun 44% 

Ga lastinace eee eae. 

33% 

29%. 

26% 


FE Sa SSS ANAS OR ARERR KOSS ORR CRRA SRE SRS MRS RS 


Business becomes almost a game for successful entrepre- 
neurs and they expect to have fun with it. Winning, challenge 
and problem-solving feature prominently. They are also 


%Source: The Entrepreneurial Edge, by Donald Rumball. Key Porter, 1988 
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committed to ‘building a lasting organization" and ‘improving 
the world in some way". These people know they have what it 
takes to succeed, so their businesses become a vehicle for 
making a difference to the world in which they live - and having 
fun doing it. They also want some recognition for their suc- 
cesses, ranking that in fifth place. 

Just as motivations change with time, so do they change 
with age, as Table 4.4 shows. 


Table 4.4 7 
| Motivations change with age 


Parcentaee ef Reon in each category who ranked. a paotvaHOr in gee oo three 
places. Males and females, by age. Atlantic Canada. 


Age 
on base Se 


Be my own boss 70% 63% 51% 42% 


Make beter use 2 of r my. skills | 
Market opening ee 


Pe Sx 


A number of conclusions emerge from this table: 
@ Making more money becomes more important as people 
grow older. It is the most important motivation for men and 


Source: Ibid. Survey of Business Startups 
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women aged 45 and up. It is the second most important for all 
other ages. 

@ Being their own boss is the most important motivation for 
only the youngest entrepreneurs - women aged less than 25 and 
men aged less than 35. 

e Asense of accomplishment is a more significant motivator 
for women than for men. It is the top motivation for all women 
except those aged less than 25, but for men it is top only in the 
35-44 age bracket. 

@ Contrary to conventional wisdom, inability to find a suitable 
job is least important for the youngest entrepreneurs in deciding 
to take the plunge and start their own businesses. For men, 
however, it is a factor for almost one sixth of the startups at 
ages 35 to 44. 

@ Family tradition is a factor for a quarter of the men aged 
less than 25. 

An important aspect of the personal background of 
entrepreneurs in the Atlantic region is their educational 
attainments. New entrepreneurs are better educated than both 
their predecessors and the working age population, as Chart 4.1 
shows. 

The proportion of people who had a community college 
diploma or a university degree in the late 1980s was 39% of the 
entrepreneurs who started a business at this time, almost 
double the 22% for the working age population as a whole. 
Equally, less than half the entrepreneurs stopped their educa- 
tion when they left high school, compared to 70% of the 
working age population. 

The earlier breed of entrepreneurs was also significantly 
better educated than the working population, but not quite as 
advanced as their successors after 1983. Less than a third of 
them had a degree or a diploma and 57% did not advance 
beyond a high-school education. 

One final observation, which comes from the study by the 
Atlantic Entrepreneurial Institute, is that 30% of the respon- 
dents in its survey were eldest children; 18% were the youngest 
in their families, 46% were in between and 6% were only 
children. 
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Chart 4.1 
_ Entrepreneurs ai are better educated 


Educaional 6 aifaininernt of the working age Seocnlnich end ze entecreneurs Bette 
new businesses, expressed as a percentage of the total within each group. Pre-1984 
and post-1983 


ey jj / 
t=! = 


“oi 
2 ee “Ze 


Education (% of population) 


Population Population 
Owners Owners 
Pre-1984 POS Joe 
My 0-8 years W//4.9-13 years Re Some P.S. 


RAH P.S. diploma ANN University degree 


CE eR AeA 
Noes The Baicanerel attainment for the Wore. age ro DOpIMaIOA pI oe: 1984 is the distribution that 
existed in 1980; for post-1983, it is 1989. 

The categories of education are not identical for entrepreneurs and the working population 
as a whole; entrepreneurs who had some post-secondary education were limited to those who 
went to university but did not graduate, while the whole population also includes those who went 
to community college without graduating. 


Financing 


tlantic Canadians who start new businesses invest more 
heavily than their counterparts in the rest of the country. 
The national study of startups in 1987 found that 53% of the 


"Sources: Ibid. Survey of Business Startups and A Profile of the Labour Force in 
Atlantic Canada, prepared by the Canadian Labour Market and Productivity Centre for 
the Atlantic Canada Opportunities Agency. October, 1990 
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firms involved an investment of less than $15,000. The Survey 
of Business Startups in Atlantic Canada found that only 39% 
invested less than $15,000, as Table 4.5 shows. 

It is impossible to calculate the average investment in these 
studies precisely, as exact investment amounts are not available, 
but the estimated average investment in Atlantic Canada over 
a period of two decades up to 1989 was higher, at $65,000, than 
the average investment in 1987 in Canada, which was $58,000. 

It is not clear why the region’s startups appear to attract 
greater investment than elsewhere in Canada, but there may be 
a clue in comparing the startups before 1984 and after 1983. 
The proportion investing less than $15,000 was 45% in the 
earlier period and only 29% in the later. The average invest- 
ment was $95,000 in firms started after 1983, compared to 
$47,000 previously. 


Table 4.5 ” 
Startup investments 


SoA saat seseetesiarts Siena ciate citi citi attest itn miemumiinctett 
Total a BrSunt fivenied at SEAS comparing fi irms started ae 1984 and after 1983 
in Atlantic Canada with firms started in 1987 in Canada 


Atlantic Canada 
Pre-1984| Post-1983|] Allyears| Canada 


Less than $1 5,000 45 29 39 54 
ste eat AS scotia ae ca eras RS ee EAE 33 

11 

Total | 100 ~——t—<“‘«t:é«‘C202 100 100 


Median $1 8, 000 $40, 000 $22,000 $14,000 

ssietinisceieintiieeeetinieaileieniieels IORI RI SAI SSI SO ee OS 
Note The fig igures ra Dike average and median investments are estimates. Also, the proportion 
of startups that invested $15,000 to $100,000 and $100,000 to $500,000 in the Canadian study 
are estimates because the groupings were not the same. 


The contrast is even more illuminating when median invest- 
ments are considered. Half the startups in the region involved 
an investment of $18,000 or less up to 1983, which is compar- 


12Sources: Ibid. Survey of Business Startups in Atlantic Canada and Study of Business 
Startups in Canada, prepared by Decision marketing Research Ltd. for the Department 
of Regional Industrial Expansion, Ottawa 
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able to the median of $14,000 nationally; after 1983, however, 
the halfway mark was reached at $40,000. In the study con- 
ducted by the Atlantic Entrepreneurial Institute, it appears that 
40% of the respondents received no financial assistance at all 
when they started their firms’. These firms had been in 
business for an average of 10 years and 60% were younger than 
10 years, so even in firms started after 1983, a significant 
proportion receive no financial assistance. It therefore appears 
that the region’s average investment was skewed in the second 
half of the 1980s by a small number of very large investments, 
which may be attributable to the greater relative availability of 
government grants and loan guarantees. 

There is support for this contention when the source of 
funding for startups is examined. The regional study found 
that the government is a more significant player in the region, 
contributing to the initial investment in 10% of the startups, 
compared to 7% in Canada. A subsequent survey in the region 
found that 34% of firms have received financial assistance from 
one or more levels of government). This study was not limited 
to startups, so it includes expansion financing, but it gives a 
good indication of the degree to which governments are 
involved in direct financial assistance in the region. Financial 
assistance was provided to 16% of the firms by provincial 
governments, 12% by the Atlantic Canada Opportunities 
Agency and 13% by other federal agencies or departments. In 
the resource industries, 55% received assistance from provincial 
governments, and 42% from ACOA; in manufacturing, 36% 
received assistance from provincial governments and 41% from 
ACOA. 

An even more important indicator, however, is the lesser 
reliance on personal funds and the "love money" of friends and 
relatives in the region, only 12% of whom invested in startups, 
compareds to 23% nationally. Family and friends appear to be 
less convinced of the soundness of investments in their local 


'8Source: Unpublished research conducted by the Atlantic Entrepreneurial Institute 
“Source: Ibid. Survey of Business Startups in Atlantic Canada 
'SSource: Survey of Business Needs in Atlantic Canada, conducted by Omnifacts 


Research for the Atlantic Provinces Chamber of Commerce. May, 1991 
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economy in Atlantic Canada than they do in the rest of the 
country. The feeling is shared to a degree by the entrepreneurs 
themselves, only 76% of whom invest their own funds in their 
startups, compared to 82% nationally. In the AEI study, only 
7% of the respondents received their principal funding from 
relatives and only 42% relied mainly on personal funds (in this 
study, the sources are principal sources, whereas in the startups 
survey, the respondents listed all sources of financing). 

To take up the slack, the region’s entrepreneurs rely more 
heavily on lending institutions, as Table 4.6 shows. 


Table 4.6 
Where the money comes from 


Berea ace of enee in ’ Atlantic Canada and canes Menening Dace source of 
funds in the initial investment 


Source of funds Atlantic Canada 


Personal funds 76% 82% 


‘Total government sponsored 10% ~~ 7% 


GRAND TOTAL ceemmmmnmaiet leant at 


oer The otsle epee 1 00% Feraine Bech pau iced on average 1 16s sources SO funds. 
The sub-totals may overstate the percentage reporting use of that group of sources, because 
a firm may have used more than one of the sources within the sub-group. 


Sources: Ibid. Survey of Business Startups in Atlantic Canada, and Study of Business 
Startups in Canada 
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Lending institutions funded 54% of the startups in the 
region, compared to 35% nationally. The AEI study showed 
comparable results, bearing in mind it lists principal sources of 
funds, not all sources; it found that 32% received their principal 
funding from lending institutions. 

There is significant variation in these findings depending on 
the size of the new venture, as Chart 4.2 shows. 


Chart 4.2 7 
Financings, big and small 


penennaeh: af BBTUBS that use the major sources St funds, ne acount of 
investment. Atlantic Canada 


80% 
60% 
40% 


20% 


Percent using financing source 


OY, 7 — —— 
< $15, 000 $100, 000 + 
$15-$100, 000 
Amount of investment 


WM Person 7 Family 


SSSR er hihi shares 
Notes: The sources of funds included in this roe are hase sed by more than 5% of the 
sample (see Table 4.6). 


FHEH Govt. grant 


As might be expected the smallest startups (which invest 
less than $15,000) use a narrower range of sources of financing 
than do the larger firms. The smallest ones use an average of 


"Source: Ibid. Survey of Business Startups in Atlantic Canada 
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1.3 sources, compared to almost 2 by the largest. The only 
source on which the smallest startups rely to a greater extent 
than larger firms is personal funds, which are used by 80% of 
the smallest and about 70% of the rest. As Chart 4.2 shows, 
however, all other sources of funding are used proportionately 
less by the smallest startups, particularly government grants, 
which are used by 16% of startups involving an investment of 
more than $100,000, but only 3% of the smallest firms. 

It is interesting that the region’s smallest startups are able 
to attract relatively little support from their families: only 7% 
persuaded their relatives to invest in them, compared to 11% 
for larger firms. Also, the banks lent money to far fewer of the 
smallest firms, only 35% of which borrowed from lending 
institutions, compared to more than 60% of all other startups. 
In another recent study!®, firms with fewer than 10 employees 
indicated significantly lower use of government financing than 
firms with more than 25 employees: provincial governments 
helped finance 11% of the small firms and 29% of the bigger 
firms, while ACOA helped 5% of the small firms and 31% of 
the bigger firms. Of course, most of the so-called bigger firms 
are still small businesses, but these results indicate that micro 
businesses find it relatively difficult to attract government 
support. 

If the sourcing of investment funding is compared with 
startups across the country, the pattern in Atlantic Canada for 
firms investing less than $15,000 is comparable to the national 
average; for larger firms, however, the pattern is significantly 
different. The evidence supports the hypothesis that there is 
relatively more support for larger startups in the region than 
elsewhere in Canada, and that the government and the lending 
institutions play an important role in financing them. 


Proclivity for growth 
he final aspect of startups that was examined in the 


regional study is growth. At startup, these firms employed 
very few people - 81% had five or fewer employees and only 


18Source: Ibid. Survey of Business Needs in Atlantic Canada 
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8% had more than 10 employees. By the time the survey was 
taken in 1989, the number with five or fewer employees had 
dropped to 51% and the number with more than 10 had risen 
to 24%. Only 6%2% had fewer employees since they started out, 
while 14% had increased by six to ten employees and 10% had 
increased by 11 to 50. A quarter did not change and almost half 
(45%) increased by one to five. This is not spectacular in 
absolute terms, but it represents more than a doubling (to more 
than nine per firm) in proportional terms. This is, of course, the 
secret to the success of small firms; they don’t grow by large 
numbers individually, but there are so many of them, the sum 
is impressive. 

It takes time to grow a business, however. Among firms 
started after 1983, only 8% added 11 or more employees and 
40% either decreased or did not change employment levels. For 
firms started before 1978, 15% added 11 or more employees 
and only 22% did not change or decreased; almost two thirds 
added up to 10 employees. 

In exploring the contributing factors to this growth, by far 
the most important ingredient is qualified personnel, as Table 
4.7 shows. This is consistent with numerous surveys indicating 
that the biggest problem for businesses is finding skilled people. 

The second ranked "success factor" is capital, which is to be 
expected. After this, however, the perspective on what’s 
important to succeed is more operationally focused. Marketing, 
competition, production facilities and packaging all reflect 
specific needs of the people in the study. In the AEI study, the 
respondents ranked “hard work" as the biggest contributor to 
their success, followed by "good product or service", then "good 
staff". 

It is reasonable to expect that there might be some 
correlation between the success factors and the kinds of advice 
that these entrepreneurs consider to be most useful in helping 
them to succeed. And indeed, Table 4.7 shows just that: 
information is the most important (usually relating to market- 
ing, the competition, technology developments and planning). 
After second-ranked loans, the assistance clearly reflects the 
specific success factors, emphasizing marketing and manage- 
ment training and counselling. 

It is noteworthy that the financial needs are generally lower 
down in the priority list, indicating the priority for non-financial 
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assistance in addition to the current range of financial programs 
provided by governments. Respondents to the study conducted 
for the Atlantic Provinces Chamber of Commerce also rates 
financial assistance low. They rated human resources develop- 
ment as the most important area for government (73%), while 


investment support was rated a priority by less than half of 
them. 


Table 4.7 
What counts and what helps _ 


BRAin3 of Bieinese ore that Srierrenelin fea eenibuted mane ie to their PREG 
and of assistance that they found most helpful 


[Rank [Success factors | | important assistance | 


1 oe ed personnel s 87% _ Information 60% 


Why small firms fail 


wre people talk of the high failure rate of small firms, 
they usually think of bankruptcy. This is a gross miscon- 
ception. Only about one in every ten businesses that are 
terminated are bankruptcies or receiverships: the rest are 
voluntarily discontinued for a wide variety of reasons or sold as 
going concerns. 

When entrepreneurs start a new venture, they invariably 
have limited financial resources, so if it doesn’t work out 


'19Source: Ibid. Survey of Business Startups in Atlantic Canada 
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quickly enough, they will not hesitate to close the business 
down before they lose any more money than is necessary. As 
Table 4.8 shows, a 1989 study of business terminations found 
that more than 40% of the failures of young firms are voluntary 
closures, where the entrepreneur swallows the loss and walks 
away from the business. Indeed, not all of them are unprofit- 
able; many of them make money but not enough to compensate 
the owners for the effort they put into them; so they close them 
down, often to pursue other, more attractive entrepreneurial 
opportunities. 


Table 4.8 7° 
Anatom U4 of failure 


Pereshtage distribution of failed Sueineeees' BD the natur’ of frieit SOS. Atlantic 
Canada. 1987-88 


Outcome of the business Distribution | Sub-totals_ 


Bankruptcy | 6. 4% 


Forced elceurel ; ie any 11.5% 


This is why business "failures" do not rise significantly 
during recessions, as was mentioned in Chapter 3. When a 
business is not performing to the owner’s satisfaction, the best 
solution is to sell it as a going concern. This offers some hope 
of recovering at least part of the investment. If the owner 


**Source: Survey of Business Terminations, prepared by the Small Business and 
Special Surveys division of Statistics Canada for the Atlantic Canada Opportunities 


Agency 
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decides to sell during a recession, however, there are generally 
few buyers and prices are depressed, so he or she tries to hang 
on to the business until better times return and the chances 
improve of negotiating an acceptable price for the business. For 
an important proportion of the businesses in trouble during a 
recession, however, the owners cannot afford to wait it out, 
because they are losing too much money; many of these are 
forced to declare bankruptcy or go into receivership. 

There are no Statistics on the make-up of failures from 
year to year, but it is reasonable to postulate that voluntary 
closures fall sharply going into a recession - enough, in fact, to 
more than compensate for a significant increase in bankruptcies 
and receiverships. Similarly, businesses that are sold would 
decrease during recessions, and those that are absorbed into 
other businesses would increase during recessions. The net 
effect of recessions is therefore to increase the number of 
bankruptcies and receiverships, but reduce the total number of 
discontinued businesses. The firms which succumb to recessions 
are often run by less experienced or ineffective businesspeople, 
SO recessions act as a winnowing process that removes the less 
resilient Owners or serves as a rite of passage to help new 
owners learn the secrets of survival. 

These conclusions are born out by the status of the 
entrepreneurs after their firms went out of business. A fifth of 
them subsequently started another business, a quarter of them 
retired and a third found a job with someone else. Although the 
sample is too small to be able to place too much faith in this 
conclusion, the study found that the owners of the firms that 
went bankrupt or into receivership all went to work for 
someone else. This suggests that there is significant turnover in 
entrepreneurs, many of whom go back to a job after a failure 
in order to earn some money while they plan their next 
venture. Almost all the people who retired closed down their 
businesses or sold them. 

The reasons which these entrepreneurs gave for the failure 
of their businesses are revealing. A quarter said they couldn't 
make enough money and another 13% said there was too much 
competition, which amounts to the same thing. In other words, 
about 40% (the same as the proportion of voluntary closures) 
didn’t feel the return on their ventures was worth the effort 
they put into them. The other significant reason, accounting for 
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a quarter of the failures, were management problems, specifi- 
cally managing growth and problems with personnel, each of 
which precipitated 13% of the failures. 

When the owners of these failed businesses were asked 
what types of assistance they feel would have been useful, an 
interesting picture emerges. Almost half of them recognize that 
they needed training or counselling, which is slightly more than 
the 43% who feel some kind of financial assistance would have 
been most beneficial to their chances of survival. Governments 
and private-sector consultants often find that entrepreneurs 
resist advice, if only because they don’t feel they have time to 
save their businesses. This indicates that the assumed resistance 
may not be as strong as has been expected; perhaps the timing 
of governments and consultants in offering their help is bad, 
because they are too late. 

Among the specific types of training assistance cited in this 
study, the needs were fairly evenly spread between information 
and counselling, management training and assistance in 
planning and marketing. Among the types of financial assist- 
ance cited, interest rate subsidies and loan guarantees were the 
most popular and additional equity investment was mentioned 
by only a few of the respondents. It is generally recognized that 
small Canadian firms carry too little equity. 

When the types of assistance that would have been 
considered useful are compared to the reasons cited for failure, 
it is clear that the owners have taken their lessons to heart. 
Among those who failed because they could not manage 
sufficiently well, 85% said that some kind of training would 
have been most helpful; only 14% of them felt that financial 
assistance would have solved their problems. On the other 
hand, the owners who couldn’t show enough profit to make 
their effort worthwhile were much more inclined to financial 
assistance, as Table 4.9 shows: more than 60% wanted interest 
rate subsidies, loan guarantees or equity investors, while only 
33% felt they needed some training. 

These results are consistent with the Survey of Business 
Startups in Atlantic Canada, in which the types of assistance 
mentioned most often as being helpful for startups were the 
various forms of management training. Various forms of 
training assistance were mentioned a total of 1.6 times by each 
respondent on average, while financial aid rated 1.2 per 
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respondent. Although the two studies are not comparable 
because there are multiple responses in the startup survey while 
respondents to the terminations study were restricted to the 
single most useful type of assistance, the direction is clear. 
People with businesses that are still going rate training and 
counselling even more highly than do owners whose businesses 
have failed. 


Table 4.97! 
; _ Why 1y they ‘ fail - and what would have helped 


Réaibiahoc 5 that i is Roraicioree most ee By owners st EAcineceee inet tarmninated’ 


by major problem contributing to the termination. Atlantic Canada. 1987-88 


Major problem Type of assistance considered useful 
contributing to — : 
Training & Financial Total 
counselling aid 


failure 


Management 


Operations 


All 49% 43% 8% 100% 
POO ROTO ISSO USERS RS SNS SBS SO SSR SSN PS SN SES SNAILS SO TN SRSC SLM SRSeaEB SSIES SLPS SPSS NNDB OS SPN REDS ARC SERS SST RRS SNR SeNt oR gute 


Notes: The specific problems contributing to failure are: 
@ Management: "managing business growth" and "personne!" 
@ Finances: "couldnt make enough money’, too much competition" and "financial backing" 
® Operations: "marketing", "regulations", "location" and "changing technology" 
The specific types of assistance considered useful are: 
© Information/counselling - "information/counselling", “managementtraining" and "planning 
and marketing" 
@ Financial aid: "interest rate subsidies", "loan guarantees" and "equity" 


On average the terminated businesses had been operating 
for more than 14 years, which is double the life expectancy of 
new ventures in the region today. The average age of the 
owners at the time they started their ventures was 38, or four 
years more than the average age at startup in the region. Most 
interesting of all, the owners who were youngest at startup 
terminated their businesses after the longest period: startups by 
people aged 19 to 25 enjoyed 18 years of operation before 
closing down, compared to nine years for people who were 
more than 50 when they started. It is not clear why the older 


4Source: Ibid. Survey of Business Terminations 
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people went out of business sooner, but it probably reflects the 
reality that people who start businesses after they turn 50 have 
less time to play with, so they pull the plug more quickly when 
things go wrong. 

In terms of the size of these businesses, they declined by an 
average of 23% from their peak year to the last year before 
being terminated, from an average of 4.6 employees to 3.5. The 
biggest declines were in the firms that went into receiverships 
(35%) and the smallest were in those sold as a going concern 
(2%). The receiverships also had by far the biggest workforces 
in their peak years, at 7.9 employees each, compared to the 
next highest of 5.2 in firms that were closed at the owner’s wish. 
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CHAPTER 5 
ENTREPRENEURSHIP 
AND EDUCATION 


EK ntrepreneurship, like any other phenomenon, thrives best 
in a supportive environment. The fragile and dynamic 
nature of entrepreneurship wilts if the social, ethical and 
cultural influences that shape an economy do not encourage 
people to strike out on their own. If children are encouraged to 
carve their own path through life, to try bold initiatives, to take 
risks, without fear that failure will brand them as outlaws in the 
eyes of their fellow citizens, they will be innovative and they will 
turn in great numbers to entrepreneurship as a career and a 
way Of life. If, on the other hand, children are taught to "know 
their place" or are taught that those who do not conform will 
have trouble being accepted, then they will become part of a 
regimented and disciplined economy, composed mainly of 
authoritarian organizations. The variations and subtleties 
between and outside these examples are endless, but the 
conclusion is inescapable: the personality of an economy rests 
not on the practice of business, but on the social, ethical and 
cultural influences that shape the spirit of the people who work 
in business organizations. It has become a priority for the 
developed world to develop employees who are prepared to 
share responsibility for the long-term welfare of the layers of 
organizations to which they belong. 

For most of this century, the business world in the devel- 
oped countries has focused on creating a corporatist culture 
that rejected the entrepreneurial culture on which the world’s 
economy had been based since time immemorial. This effort 
has met with enormous success, creating, in the process, great 
wealth and rapid progress; but its deficiencies have become 
apparent as the pace of change has accelerated and the 
ponderous weight of giant bureaucracies has become obvious. 
Perhaps inevitably, attention has turned to what is, once again, 
the major source of economic growth and vitality - the entre- 
preneurial sector. There can be no turning back the clock to 
the days before corporatism was born, but there is a growing 
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recognition that a new, more powerful model for economic and 
social growth can be built by merging the two cultures. 

As numerous countries have embarked on this experiment, 
they have recognized their task is a matter of social engineering 
rather than business strategy. To be sure, the push to make 
large business organizations more entrepreneurial is in full 
swing, but business leaders everywhere now realize they cannot 
accomplish their objectives until they have an education system 
that supports entrepreneurship. 

In the Atlantic region, the groundwork for a profound 
examination of the impact of the education system on the 
regional economy has been laid with a study called Projet 
Entrepreneurship Project (PEP)'. This project set itself the task 
of determining the degree to which the education system 
exposes children to entrepreneurial ideas and influences and of 
recommending ways in which the education system could be 
developed to provide an environment more supportive of 
entrepreneurship. This chapter is concerned with the findings 
of the PEP research. 

In approaching its research, the PEP team had first to 
decide what entrepreneurship is. This is a knottier problem 
than it appears, since there are many, many definitions of the 
word and no sign yet of any emerging consensus. This research 
team has opted for the widest possible definition, which does 
not limit the concept of entrepreneurship to businesses 
managed by their owners, but extends it to activities in large 
organizations, governments and non-profit organizations. The 
PEP report sees entrepreneurship as 


"a spirit that energizes a person’s attitude and 
behaviour, an attitude that lies at the core of 
one’s self-image and makes him or her more 
willing to take risks in the development, pro- 
motion and pursuit of a specific project." 


' The constituent reports of Projet Entrepreneurship Project are New Directions in 
Enterprise Education: A Research Venture with a Vision for Atlantic Canada, and 
Education a l’Entrepreneurship dans les Provinces Atlantiques, produced by Mount 
Allison University and Université de Moncton respectively, with funding provided by 
the Atlantic Canada Opportunities Agency. October, 1990. 
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and its working definition of entrepreneurship is 


"a dynamic process through which a person, 
alone or with others, actualizes his or her 
potential (i.e. values, attitudes, skills and 
knowledge) to initiate a project". 


On the basis of this definition of entrepreneurship, the 
authors of the report have chosen the phrase "enterprise 
education" to reflect a perspective that is much broader than 
that inherent in the owner-managed businesses that are more 
commonly associated with the word entrepreneurship. 

The project has four parts: 

@ A survey of Grade 12 students, their parents and their 
teachers to determine attitudes and beliefs toward entrepren- 
eurship; 

@ A detailed analysis of a) selected courses across the 
curriculum that are relevant to the teaching of 
entrepreneurship in the four provincial school systems and b) 
the teaching methodologies and strategies currently in use in 
the region’s schools; 

@ A study of the needs and expectations of the business 
community regarding entrepreneurship education, including an 
exploration of potential collaboration between the education 
system and the business community; and 

e@ An inquiry into post-secondary programs concerning 
entrepreneurship education. 


Attitudes and beliefs about entrepreneurship 


uestionnaires on attitudes toward entrepreneurship were 
OQ completed at more than 100 schools by 4,850 students (of 
whom 35% were francophone), 1,915 parents (of whom 39% 
were francophone) and 1,583 teachers (36% from the French 
school system). The result is a comprehensive and detailed 
study on attitudes within the school system. 

The main demographic findings regarding the students and 
their teachers were as follows: 
@ The average age of the students was 17; 53% of them were 
female. 86% were born in the region. More than a third of 


ENTREPRENEURSHIP AND EDUCATION 123 


them, however, would like to work outside the region when 
they leave school and a fifth would like to work in another 
province within the region. That leaves only 42% who said they 
would like to work where they now live. The francophone 
students were more likely than their anglophone counterparts 
to want to stay in their home community when they leave 
school. 

@ About 57% of the teachers were females; 45% of them 
were in their forties, and 30% were in their thirties. 

@ A third of the students said they had some experience 
running their own businesses (delivering papers, for example, 
or selling a product or service). The anglophone students were 
slightly more likely to have dabbled in a business venture than 
the francophones. Among the teachers, 83% reported that they 
did not have any experience running a business that they 
owned, not even part-time or seasonal. 

@ Almost half the students had taken two or three courses 
that have content relevant to entrepreneurship, as defined by 
PEP (see Table 5.2). However, more than 40% of the teachers 
indicated they had not taught any of the courses relevant to 
entrepreneurship. 30% had taught one, 16% two and 11% 
three or more. 

The project also investigated the demographic profiles of 
the communities in which the schools were located, with a view 
to assessing their “entrepreneurial vitality". This research is 
based on the hypothesis that the entrepreneurial spirit is 
awakened in young people primarily through contact with 
entrepreneurs who can act as role models; the quantity and 
quality of these contacts are the major influence on the 
development of their competencies and beliefs regarding 
entrepreneurship. The more people perceive their environment 
as being supportive of entrepreneurship and the more they 
believe they have the ability to succeed as entrepreneurs, the 
more they will turn to entrepreneurship themselves. The major 
findings in the region were as follows: 

@ The level of education was generally low in the commun- 
ities in which these students were growing up. Almost 20% of 
the population had completed less than nine years of school; 
between a quarter and a third had completed Grades 9-12 
without obtaining a high-school diploma. Less than 5% of the 
population of the communities where the students resided had 
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a trade diploma or certificate. These results were consistent 
across all the communities, except the francophone ones where 
more than 30% of the population had less than nine years 
schooling. 

e Unemployment in these communities averaged 16%, while 
self-employed male workers accounted for only 2.4% of the 
labour force, well below the region’s average. 

@ The average household income in the communities was 
$25,000. 

In this environment, students reported having few contacts 
with entrepreneurs. On average, they identified 11 business 
owners in their social circles, 2% of them in their immediate 
family and 3 among neighbours and friends of the family. 
However, only one business owner, on average, had talked to 
them of his or her experiences as an owner. The students’ 
awareness of entrepreneurship from this personal network was 
rated at marginally above "weak" on a scale ranging from none 
to very strong; and the entrepreneurial encouragement they 
received from the network was rated at slightly above "rarely". 

In their school contacts, the situation was comparable. 
Contacts with the world of business were rare, as were oppor- 
tunities to learn about business. Activities that made them 
aware of entrepreneurship as a career were also rated rare. 
The only bright spot was that opportunities to develop entre- 
preneurial qualities at school were afforded "from time to time" 
on a scale ranging from never to very often. Parents and 
teachers nonetheless both rated the school system as playing an 
important role in heightening students’ awareness of the world 
of business. 

The media represent a more productive source of entrepre- 
neurial contacts, being used "from time to time" on average. In 
terms of the image that the media presents of business, the 
students felt that it was neither positive nor negative. 

Despite the low levels of contact with entrepreneurs, 
students, teachers and parents across the region felt their 
communities had a moderate degree of entrepreneurial vitality. 
They also believed that business people and owners met their 
social responsibilities to a moderate degree. However, in 
assessing the contribution of small- and mid-sized firms to the 
economy on a scale of 1 (not at all important), through 5 
(moderately important) to 9 (tremendously important), the 
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parents and teachers were more impressed, at 7.3, than the 
students, at 6.1. 

Students, parents and teachers in the region showed a 
moderate degree of respect and admiration for business 
people and owners and a slightly lesser degree of interest in 
business (5.9 and 4.9 respectively on a 9-point scale). Paradoxi- 
cally, the students expressed a slightly more active desire for 
undertaking activities related to the business world (5.7) yet 
their perceived ability to be successful in starting a business 
ranked only 4.3. 

When it came time for the students to assess their own 
competence to succeed as entrepreneurs, they rated themselves 
highly, as Table 5.1 shows. 


Table 5.1 ? 
How the students rate themselves’ | BRT 


Garieeceeaments a AudeHts on 1 the Basie of their ratings, ona re MeInt meals of their 
abilities *. 1990. 


Entrepreneurial competencies Self-assessments of students 


_Need for achievement | 6.1 

‘Drive and energy 6.4 1 
Borers characteristics 6.1 
Unethical values and attitudes 2.4 


General knowledge 5.4 


Noted? The s sors eesecerrents were @ statistical Coe biaahone of fthe Ctidantal: answers sto. a eye 
of questions deemed to be relevant to each category. The four questions on unethical values and 
attitudes were "! would continue to operate a company which | owned even if it was polluting a 
river’, "To make a profit, | would accept investing in a company that takes advantage of workers 
in other countries", "To make a profit, | would accept falsely advertising a product" and ’ | would 
continue to operate a company | owned even if my employees were working in dangerous 
conditions without their knowing it". 

The basis of the self-assessments for the four personal characteristics and the unethical 
values and attitudes was a 9-point scale ranging from 1 (| am not at all like that), through 5 (lam 
more or less like that) to 9 (I am really a lot like that). The self-assessments of the specific 
abilities ranged from 1 (very low), through 5 (neither high nor low) to 9 (very high). 


*Source: Ibid. New Directions in Enterprise Education 
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The students were, in general, sanguine about the support 
they could expect to receive if they were to go into business for 
themselves. They anticipated a lot of encouragement and 
moderate financial assistance from their friends and families. 
Happily, the parents and teachers felt the same way, rating 
their willingness to provide encouragement and financial 
assistance slightly higher than the students. 

Despite this optimistic outlook, few of the students showed 
any intention of becoming entrepreneurs. On average, their 
intentions toward entrepreneurship were moderately low, at 4.6 
on a 9-point scale from 1 (very weak), through 5 (moderate) to 
9 (very strong). However, the students who were interested 
were very interested. One fifth of them said they had strong to 
very strong intentions (a score of more than 7) and half had 
moderate intentions (scoring 3 to 7). Almost a third had scores 
of less than 3. 

In examining the factors that persuaded students to 
consider becoming entrepreneurs, some interesting conclusions 
emerged on their perceptions of the entrepreneurial vitality of 
their communities. They were impelled to entrepreneurship if 
the degree of schooling was low and the unemployment rate 
high in their communities; on the other hand, if the same 
conditions existed but there were also a lot of self-employed 
males, their view was negative. It is possible that this reflects 
certain areas of the region where a significant proportion of the 
self-employed are seasonal workers, who operate under 
enormous instability, which engenders in young observers less 
admiration and respect for business people than elsewhere. 

The data indicated a clear correlation between positive 
perspectives of a community’s vitality and willingness to start a 
business there. Also, the more students perceive themselves as 
possessing competence in entrepreneurship, the stronger their 
intentions to become entrepreneurs. These psychological factors 
were by far the most significant influences in the students’ 
intention to become an entrepreneur, accounting for a quarter 
to a half of the variability in their intentions. 
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Towards an Entrepreneurial Curriculum 


T urning to the curricula in schools in the Atlantic provinces, 
it is a delicate task assessing just how much emphasis is 
given, in theory and in the classroom, to concepts and skills that 
support entrepreneurial behaviour. 

The PEP team initiated an elaborate process of a) deter- 
mining the principal components of entrepreneurship, b) 
finding courses throughout the region that addressed one or 
more of these components, c) identifying each component 
within each course and then d) rating the course for the degree 
of emphasis on the entrepreneurial components. 

The first step of identifying the components of entrepren- 
eurship consisted of a thorough search of the literature on 
entrepreneurship, which yielded a list of 15 components, each 
with their own list of descriptors, or specific manifestations. The 
results are shown in Table 5.2. 

The next step was to identify courses that touched on these 
components. The process of identifying and assessing the 
courses was carried out by teams of analysts in each province, 
chosen for their experience in teaching the courses in question. 
They found 59 anglophone courses in the four provinces that 
exposed students to at least one of the components of entre- 
preneurship. 

The analysis was performed separately for the intended 
curriculum and the curriculum-in-use. The former was defined 
by the prescribed or official programs of studies specified by 
each provincial Department of Education and including all 
education policy statements and documents (courses of study, 
guidelines, textbooks and other listed teaching resources). The 
latter drew on a survey of teachers who commented on their 
own delivery of the entrepreneurial components in the courses. 

Each entrepreneurial component in a course in the 
intended curriculum was assigned a rating to reflect the 
emphasis which that component received in that course. The 
rating was based on a five-point scale as follows: 
absent 
minor emphasis in an optional course 
major emphasis in an optional course 
minor emphasis in a compulsory course 
major emphasis in a compulsory course. 


kWNF © 
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Table 5.2% 
Entrepreneurship components and their descriptors 


VALUES 
PERSONAL QUALITIES VALUES AND ATTITUDES 
Self-confidence Motivation 
Self-responsibility Attitudes 
Self-determination Values 
Perseverance Ethics 
Risk taking 
Being receptive to change 
SKILLS 
COMMUNICATIONS DECISION MAKING 
Listening Diagnosing a situation 
Speaking Identifying a problem 
Reading Collecting relevant data 
Writing Analyzing and evaluating this data 
Visual literacy How to make a decision 
HUMAN RELATIONS PROBLEM SOLVING 
Establishing a relationship Implementing a decision 
Maintaining a relationship Evaluating the results 
CRITICAL/CREATIVE THINKING MANAGEMENT 
Developing different ideas Planning 
Evaluating ideas Organizing 
Directing 
Controlling 
Linking management to technology 
KNOWLEDGE 
THE WORLD OF BUSINESS HUMAN RESOURCES 
Enterprise Workforce 
Manufacturing Training 
Services Evaluation/remuneration 
Non-profit organizations Development of human resources 
Economic concepts MARKETING 
Economic sectors Market surveys 
Identifying opportunities Market plans 
Business plan PRODUCTION 
Business network Location 
MODELS OF ENTREPRENEURSHIP Equipment 
Forms of entrepreneurship Purchasing 
Historical references Production planning & control 
Contemporary references LEGAL ASPECTS 
FINANCE Establishment of an enterprise 
Strategy Legal forms of business 
Sources of funds Basic legal requirements 


Financial control try Seas ys4 


3Source: Ibid. New Directions in Enterprise Education 
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The overall rating for each component was then deter- 
mined as the average of the ratings assigned to each of the 
courses which addressed that component; this rating was then 
expressed as a percentage of the maximum possible rating. This 
exercise was performed separately for elementary, junior high 
and senior school. 

In assessing the different emphasis given by the three levels 
of schooling, it is helpful to combine the 15 components into 
five groups that contain similar components. These are: 


Grouping Entrepreneurial component 


Values Personal qualities 
Values and attitudes 


General skills Communications 
Human relations 
Critical/creative thinking 
Problem-solving 
Decision-making 


Management skills Management skills 


General knowledge The world of business 
Models of entrepreneurship 
Human resources 


Specialized knowledge Finance 
Marketing 
Production 
Legal aspects 


The ratings for each grouping is the average of the ratings 
for the constituent components. As Chart 5.1 shows, the 
emphasis given to the components of entrepreneurship is 
sharply different in senior school compared to elementary and 
junior high. 
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Chart 5.1 4 
There’s a different emphasis in senior schools 


Weighted average rating, for the major groupings of components of a reprenaaca 
behaviour, of the emphasis placed on each grouping in the intended curriculum 
offered to elementary, junior high and senior students. Average for the Atlantic 
region, 1990. 


eT 
ASMA MAMAN\M 
All components ULLAL LLL LL LLL 


Specialized knowledge KXLYLAA///LLA/LL 


KMMMNAMAYAN 
General knowledge KXKXLYLAY////////) LLL VLLIXLLLLLD 


Management skills VL///////LN/L/LLLLLLLLL 


AMM i Ge 


General skils QZL////////V LLL LL) 
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Entrpreneurial components 
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Degree of emphasis 
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Overall, the senior schools received the lowest rating of 
31%, compared to 43% in elementary and 48% in junior high. 
This was mostly because senior schools pay far less attention 
than elementary and junior high schools to values and general 
life skills; the younger children received an emphasis rating of 


‘Source: Ibid. New Directions in Enterprise Education 
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50% to 70% in these areas, compared to about a third in senior 
schools. By contrast, the senior schools placed more emphasis 
on specialized knowledge, which received a rating of 27%, 
compared to 11% in elementary and 24% in junior high. 

It is not unexpected that elementary schools would place 
little emphasis on aspects like production and marketing, but 
the point could be made that the need for values and general 
life skills does not diminish as children grow older, nor is it 
necessarily fair to assume that elementary children cannot 
handle specialized knowledge of entrepreneurship. 


Table 5.3° 
The entrepreneurial component in education 


Weighted ravereger rating, ae each component of S rivaproreirial ‘Renae of the 
emphasis placed on that component by courses in the intended curriculum offered 
to elementary, junior high and senior students. Average for the Atlantic region, 1990. 


Entrepreneurial components Elementary | Junior High| Senior | 


VALUES 
Personal esate 67% 64% 33% 


SKILLS 


KNOWLEDGE 
tees world of business 37% 49% 24% 


ren The cook were eae aan bystt the anon for ay province aT? This. table 
combines the provincial ratings, weighted by population, to obtain the regional average. 


‘Source: Ibid. New Directions in Enterprise Education. 
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When the ratings are examined for each component 
separately, it is interesting to note that, in senior school, there 
is greater emphasis on values and attitudes than on personal 
qualities, whereas the other levels pay significantly more 
attention to personal qualities, as Table 5.3 shows. 

A further alarming observation is the low rating of human 
relations, which received the lowest or second lowest rankings 
among all the entrepreneurial skills. In senior school, it received 
an average emphasis equivalent to minor emphasis in optional 
courses. Slightly more emphasis was placed on knowledge of 
human resources, but that was mainly in junior high. The 
ratings for the knowledge components were generally signifi- 
cantly higher in junior high than in elementary or senior school. 

Turning to the implementation of these intended curricula, 
a sample of more than 500 teachers responded to a question- 
naire asking them to assess their own performance as well as 
their teaching strategies and the resources available to them. 
One quarter of these teachers had previous business experience 
but more than half of them had little or no training in business 
or enterprise education and three quarters of them felt that up- 
grading courses and inservice programs were inadequate. The 
level of enthusiasm is high, however, as more than 80% 
expressed an interest in participating in inservice programs for 
enterprise education. About half the teachers in the region 
believe that entrepreneurship should be a compulsory course. 

The teachers feel they are less than adequate in teaching 
the knowledge components of entrepreneurship. In particular, 
about a quarter of them feel they are not providing any 
instruction at all in the knowledge components and in manage- 
ment skills. Considering the negligible experience these teachers 
say they have in business, the poor rating on instruction in 
specialized business knowledge is not a surprise. But, in other 
areas of enterprise education, the teachers feel they are doing 
a reasonably good job, notably values and skills, as Chart 5.2 
shows. 
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Chart 5.2 ° 
Where teachers think the y shine 
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sufficiently well or very well. October 1990. 
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Self—assessment of effectiveness 


ESS LOR SON ORO OLS LAS ROSS SOC TCO OSS 
Note: The self- assessments are deciles. The eighth decile, for example is when 70%-79% of the 
teachers rated themselves as performing sufficiently or very well. 


The components where they feel they are performing best 
are personal qualities, communications, critical/creative thinking 
and decision-making, in all of which 70% or more felt their 
teaching was sufficient or very good. The criteria on which 
these self-assessments were based were as follows: 


Source: Ibid. New Directions in Enterprise Education 
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Personal qualities: 
e@ The development of a positive, integrated self-image. 


Taking responsibility for successes and failures. 

Establishing goals and taking steps to attain them. 

Understanding the importance of optimism and determin- 

ation in the pursuit of goals. 

@ Taking personal risks and learning from mistakes. 

@ Being open-minded and receptive to change. 

Communications: 

e@ Listening critically, observing and being attentive. 

e Articulating ideas clearly, coherently and enthusiastically. 

@ Reading and being able to determine the validity and 
reliability of pertinent documents. 

@ Writing clearly, correctly and coherently. 

e@ Stimulating presentation of ideas and products. 

Critical/creative thinking: 

@ Exploring ideas and alternatives. 

@ Establishing criteria to evaluate ideas. 

Decision-making: 

@ Diagnosing a situation. 

Identifying a problem. 

Collecting data. 

Analyzing and evaluating the data. 

Choosing the best solution. 


The second part of the teacher questionnaire related to 
strategies and resources used to teach the components of 
entrepreneurship. The teachers were asked to assess the 
effectiveness of 16 strategies and indicate how much they used 
each of them. In Table 5.4 on the next page, the strategies are 
ranked in order of effectiveness. 

It is clear that the teachers are using three strategies most 
heavily - discussion, questions and answers and lecturing - but 
they consider only the first two of these to be really effective. 
Most important, three of the strategies they consider most 
effective are not being used extensively, particularly video 
presentations and group projects, which they use only some- 
times. Equally, there is room for greater use of games and 
simulations and case studies, which are highly effective in 
universities and community colleges. 
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Table 5.4 7 
Teaching strategies that work best 


anking of ne effectiveness of 16 teaching strategies for ecies Bdicaton i ina 
survey of teachers in the region; and an assessment by the same teachers of the 
extent to which they use each of the strategies. Atlantic region, 1990 


Teaching strategies for enterprise Extent of usage by 
education teachers} 


MOST EFFECTIVE* 
Discussion 


Video presentations 


Group projects 


SOMEWHAT EFFECTIVE* 


t Games and simulations Occasionally 


Notes: * The strategies listed as most effective were rated by 60% of more of the teachers as 
being effective or very effective; the strategies listed as somewhat effective were rated as 
effective or very effective by roughly half the teachers; the least effective strategies were ranked 
as effective or very effective by 45% or fewer of the teachers. These percentages combine the 
rankings of elementary and secondary teachers. 
¢ The ranking of the extent of usage was determined as follows: 
Extensively Used often/always by more than 50% of the teachers and used sometimes by 
more than 25% 

Regularly Used often/always by almost 50% of the teachers and sometimes by about 25% 
Sometimes Used often/always by more than 25% and used sometimes/often/always by more 


than 70% 
Occasionally Used sometimes/often/always by 26% to 50% of the teachers 
Rarely Used sometimes/often/always by 25% or less of the teachers. 


7Source: Ibid. New Directions in Enterprise Education 
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It is worth noting that teachers do not consider interviews 
with entrepreneurs and classroom visits of entrepreneurs to be 
much help; these rank 12th and 13th. Also, they ranked 
practical placements last. By contrast, studies conducted in the 
U.S. have shown that case studies, classroom visits by entrepre- 
neurs and project work are the most effective teaching tools. 

In terms of the teaching resources available to them, the 
teachers are generally not impressed. Only about a third are 
satisfied with the access to resource people, computer access 
for course preparation, computer access for students, curricu- 
lum guides and textbooks. Less than a quarter were satisfied 
with audio resources, supplementary reading material and visual 
presentation. The only resource that was rated adequate or 
very adequate by more than half the teachers was newspapers 
and magazines. 


The business community s perspective 


B usinesspeople are, as might be expected, highly supportive 
of enterprise education in the schools. In a survey of 115 
anglophone businesspeople in the region, more than 85% said 
they believed that all three of the principal groups of compo- 
nents of entrepreneurship (values, skills and knowledge) could 
be taught in school. A marginally smaller proportion (84%) 
believed that it was important or very important to teach values 
and skills, but only 62% believed the same thing for knowledge 
components. Their assessment of the importance to the 
business world of the three groups of entrepreneurial compo- 
nents was consistent - 95% believed that values are important 
or very important, 92% felt the same about skills and 69% 
about knowledge. 

These people had been in business slightly longer than the 
average for the region (40% between two and nine years and 
only 10% less than two years) and almost 60% of them were 
owner-managers. They were mostly small firms, 40% of them 
having annual revenues of less than $% million; only 12.5% had 
annual sales of more than $5 million. 

The respondents were enthusiastic about participating in 
education in order to provide students with a more accurate 
view of business life; 92% said business should become involved 
and 85% said they were prepared to become involved them- 
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selves. This may be an unreliable result, however, as the 
response rate to the survey was 8% and there may have been 
some self-selection that would skew the results to people who 
were strongly interested in education in the first place. 

More definitive insights were obtained from the respond- 
ents’ suggestions as to the best way for them to become 
involved. 

It is interesting to note that the method considered to be 
the most effective for businesspeople (work experience) is the 
one considered the least important by teachers (practical place- 
ment). Talking to students and teachers ranked third among 
businesspeople, as Table 5.5 shows, whereas it ranked three or 
four places above last with teachers. Finally, having businesses 
profiled on video or in case studies ranked seventh, compared 
to third and eighth respectively in the teachers’ rankings. This 
indicates a bias among businesspeople to "show" rather than 
"tell" and to do so face to face rather than through a medium 
like cameras or books. 


Table 5.5 
How business wants to IS os 


Propenisn of Busineeeceane mine ap as miperiant or very montane nine 
suggested ways in which they could participate in education, ranked by order of 
importance. October, 1990 

Methods of participation Proportion Proportion 


who rate it willing to 
important participate 


Ging students bed renbenanee 


Ve Sones profiles ¢ on adecke or in case . 35% 23% 
studies 


| Q peer iaag at Grecuatione 23% pareen 21% 
MEE Oe MOON AI aR RL RO CNS ISIN GN IS UO SMM ELAR Z RIE RR ETDS SRT ORDERS : pases SeTishseabaay eaees eae Heats itecete tay 


8Source: Ibid. New Directions in Enterprise Education 
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It is also noteworthy that the businesspeople are less 
inclined to participate when offered specific projects than when 
they are asked a general question. It was mentioned earlier that 
85% wanted to be involved in education, but Table 5.5 shows 
that less than 80% on average wanted to participate in specific 
activities. This "gap" is particularly large for sponsoring Junior 
Achievers, profiling their companies on video or in case studies 
and in serving on school boards, in all of which less than two 
thirds of those who said these were important methods were 
prepared to participate themselves. The most popular forms of 
participation were speaking engagements, to either classes or 
graduation ceremonies. 

The reason for this becomes clear when the businesspeople 
described the obstacles for their participation: three quarters 
cited time constraints, which militate against open-ended 
commitments. The other significant obstacle, mentioned by 
11%, was the feeling that their opinions would not be valued by 
the students. 

A similar study was made of 151 francophone business- 
people, who have a profile quite similar to that of the anglo- 
phone businesspeople, and 56 employees of support agencies 
(like chambers of commerce, or development commissions). 
The approach was significantly different, so it is difficult to 
compare the results of the two surveys. However, the 
francophones are just as enthusiastic as the anglophones about 
the importance of enterprise education; in general, the views 
expressed by the francophones are remarkably similar to those 
of the anglophones: 

e@ The francophones were more convinced than the anglo- 
phones about the importance of any type of business participa- 
tion in enterprise education; every one of the seven options 
they were given was ranked as important or extremely import- 
ant by at least three quarters of them. "Speaking to business- 
people" received the highest rating, at 92% and "work experi- 
ence" the lowest, at 77%. 

@ Like the anglophones, however, the percentage who said 
they would participate personally was somewhat lower. The 
most popular forms of participation were "speaking with 
students" (64%) and "training in a business" (63%); these are 
the same priorities accorded by the anglophones. 
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@ The perception of obstacles to participating in enterprise 
education was identical for the two language groups. 

@ The entrepreneurs considered the component of entrepren- 
eurship that was most important to teach to be communication, 
while the support agencies favoured critical and creative 
thinking, problem solving and decision making. 


The post-secondary perspective 


T o complete the review of the environment for enterprise 
education in the Atlantic provinces, the PEP team surveyed 
13 teacher-training institutions and six community colleges in 
the region to ascertain their interest in and commitment to 
entrepreneurship. 

The institutions surveyed were: 


Table 5.6 
Bese See OI Ai institutions surveyed | in PEP 


Teacher training institutions and Sear Keienne that Saniciosted. in sae survey 
of post-secondary institutions for PEP. October, 1990 


Province Teacher-training Community Colleges 
institutions 


New Brunswick 1. Mount Allison University 1. New Brunswick Community 


2. St. Thomas University College, Moncton campus 
3. University of New Bruns- 2. New Brunswick Community 
wick College, Saint John campus 
4. Université de Moncton 3. Collége communautaire de 
Dieppe 
Newfoundland 5. Memorial University 4. Western Community College 
Nova Scotia 6. Acadia University 5. University College of Cape 
7. Dalhousie University Breton 
8. Mount St. Vincent Uni- 
versity 
9. Nova Scotia Teachers 
College 
10. St Francis Xavier Uni- 
versity 


11. St Mary’s University 
12. Université Sainte-Anne 


Prince Edward 13. University of Prince 6. Holland College 
siesi0 Edward Island 
me stetetsatatatnentatent nist neater tctatat asectatcerstaentsocertsonentsicecentats (ce BERGE ASA ITI AK MAK NNR MA MRA AMAA 


KERRIES NRSC ON WOR RR 


The findings showed that education departments of the 
universities were generally not interested in the discipline, while 
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the anglophone community colleges were both interested and 
active. Only one francophone community college was surveyed 
and it offered only one course in management of small and 
medium enterprises. 

Only two of the university departments of education said 
they had projects or activities in entrepreneurship education 
designed for preservice instruction and only one of these has 
co-operated with other institutions or departments in its 
projects; only one is planning an extension of its entrepreneur- 
ship activities; and only two viewed entrepreneurship positively, 
although another three expressed support for the concept (four 
rated it a low priority and one viewed it negatively, out of tune 
with its liberal arts tradition). Only two believed that 
entrepreneurship education should form part of preservice 
education for teachers, although four others said that if 
entrepreneurship became a part of the curriculum in schools, 
they would respond with preservice courses to train the 
teachers. 

The picture is radically different in the five anglophone 
community colleges. Four of them have ongoing projects in the 
discipline; four reported several layers of co-operation with 
other departments or institutions; and four are planning to 
extend their commitment to the discipline. Entrepreneurship 
education is viewed as a “high priority" by two, "important" by 
another two and "of interest” by the fifth. 

It seems fair to conclude that the education departments 
in the universities will not commit themselves to major expan- 
sions of their entrepreneurship programs until entrepreneurship 
becomes a more high-profile part of the school curricula. 
Community colleges, on the other hand, have already jumped 
into the field whole heartedly. There is now a good foundation 
on which to build a greater appreciation among teachers of the 
value of entrepreneurship, but there is still a long way to go 
before the objective is achieved. 
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CHAPTER 6 
A FRAMEWORK FOR 
ENTREPRENEURSHIP 


ntrepreneurship is, by nature, a phenomenon little suited 

to external guidance. It is therefore a delicate task for 
governments and their agencies to encourage its development. 
It is becoming increasingly clear, however, that the needs of 
entrepreneurial firms are quite different from those of big 
firms. Big firms are administratively self-sufficient. Their needs 
from governments are, firstly, to engineer a compatible environ- 
ment in fiscal and monetary policy, labour legislation and 
training; and secondly, to invest public funds in projects that 
would not otherwise be commercially viable. 

Small and entrepreneurial firms need all these environ- 
mental conditions too, but they tend to take the existing 
environment as a given, because they have relatively little 
influence. They need direct financial assistance, of course, 
provided they do not have to jump through too many hoops 
designed to prevent abuse in the investment of public funds. 
They need an educated and motivated workforce, of course, 
from which to draw their employees. But their most pressing 
needs go beyond equity and education. Small and entrepre- 
neurial firms need the supportive mechanisms that can enable 
them to be more effective in their business decisions. This 
includes a social environment that is receptive to putative as 
well as existing entrepreneurs, counselling that can help them 
through challenging periods in the evolution of their businesses 
and access to the information they need to expand their 
markets and refine their management. 

As it happens, this re-ordering of priorities is compatible 
with the evolving pressures on governments, which are under 
pressure to control spending. The emphasis in the government’s 
role is shifting toward nurturing the kind of people who are 
sympathetic to careers in entrepreneurial firms and fostering an 
understanding that there is an important role for entrepreneur- 
ial firms to play in economic development. 
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This chapter will review a recent survey’ of businesspeople 
in Atlantic Canada, whose views on what roles governments can 
most usefully play are, at times, surprising. The survey provides 
an important framework for an evaluation of the road ahead in 
the development of entrepreneurship in the region. 


A survey of business needs 


B usinesses in Atlantic Canada are saying that they no longer 
consider the priorities of governments in its dealings with 
business to be those issues that have been emphasized in the 
past, namely direct financial assistance and an aggressive 
procurement policy that favours local business. Instead, they 
would like to see programs that help them, most of all, with 
developing their human resources and with promotion of trade 
and investment, as Table 6.1 shows. 


Table 6.1 7 
What business wants from government 


Paldentade of businesses fanking's seven Weer ‘oF economic "devaloenint support 
by governments as very important, somewhat important and not very important. 
Atlantic Canada, 1991 


Type of economic i Very Somewhat | Not very 
development support important | important eee 
73% 22% 


Homan resource tei ia dinl 


The survey, which contacted more than 1,000 businesses in 
the region, found that the development of entrepreneurship 


‘Source: Survey of Business Needs in Atlantic Canada, prepared for the Atlantic 
Provinces Chamber of Commerce by Omnifacts Research. May, 1991 


Source: Ibid. Survey of Business Needs in Atlantic Canada 
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ranks third in the priority list, with 64% saying it is very 
important, 28% somewhat important and 6% not very import- 
ant. Support for entrepreneurship is least in manufacturing and 
the resource industries, where only 54% and 46% respectively 
Say it is very important. Support is highest in finance, insurance 
and real estate, where 70% believe it is very important. Since 
80% of these firms had fewer than 25 employees, the response 
of their owners and presidents to the survey questionnaire is a 
reasonable indicator of the views of small and entrepreneurial 
firms. 

When the results are broken down by province, Newfound- 
land emerges as having sharply different perceptions. The 
province’s expectations of governments are significantly higher 
in all areas. On average, taking all seven types of economic 
development support together, 72% of the Newfoundland 
businesses ranked government support as very important, 
compared to 55% in the other three provinces. The area where 
Newfoundlanders differ least from businesses in the other three 
provinces is promotion of trade and investment, which ranks 
fourth (75%) on their priority list, compared to second (65%) 
for businesses in the other three provinces. The greatest 
divergence was in their views on government procurement, 
which 52% ranked as very important in Newfoundland, 
compared to only 29% in the other three provinces. 

The low priority attached to procurement is something of 
a surprise, given the perception of regional reliance on govern- 
ment business. A sixth of the respondents consider procurement 
to be not very important, compared to 11% for investment 
support and 4% or 5% for the other five support programs. In 
fact, however, annual sales to the federal government constitute 
less than 5% of annual sales for 70% of the respondents. Only 
4% do more than a quarter of their total business with the 
federal government. This does not appear to reflect any sense 
of inability to compete, however; 55% say they can compete 
successfully and only 13% say they cannot. Among those who 
say they cannot compete, the most important reasons given are 
inability to compete with big companies (38%), prices are too 
low (14%) and politics or patronage (10%). 

On the question of the adequacy of the support provided 
to entrepreneurs by governments in Atlantic Canada, the 
respondents to the survey were evenly divided. The most 
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appreciated program is management training, where 60% of 
those who had an opinion said that the programs were 
adequate. The biggest gap in government programs was 
considered to be access to equity financing, where 59% of the 
respondents said the existing programs were inadequate. A 
small majority (about 55%) felt that programs were adequate 
in information on government assistance, access to skilled 
labour, direct financial assistance, counselling and guidance and 
access to science and technology. A slim majority considered 
government programs on information on marketing opportun- 
ities to be inadequate (52%). 

This last opinion is at odds with the response to another 
question in the survey asking them to rate the importance of 
marketing information. Between a quarter and a third did not 
believe they had any need for information on technology 
innovation and developments, local area populations, local area 
income levels and Atlantic region markets. The balance of the 
respondents were evenly split on whether this information was 
very important or somewhat important. Other marketing 
information was not considered useful at all. More than half 
rated information on tariffs and markets in the rest of Canada, 
the U.S., Europe and Asia to be not at all important. Only 5% 
or 6% rated Europe and Asia as very important; only 18% 
rated information on Canadian markets as very important. 

Rather than information on markets, businesses in the 
region seem to prefer training programs for export develop- 
ment, which were rated as very important by half the respon- 
dents. Another 35% said such programs are somewhat import- 
ant and only 10% said they were not important at all. Busi- 
nesses were less enthused with the idea of establishing trading 
houses, which was ranked as very important by 39% of the 
respondents. They were even less enthused with the establish- 
ment of government offices abroad, which was ranked very 
important by only 21%. 


Human resource development 
T here is clear agreement, in terms of the biggest priority for 


government programs identified by the survey, that human 
resource development represents a major challenge to business 
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in the region. Close to half the businesses (42%) reported at 
least one occupation in which they had a current or expected 
shortage of skilled employees. Another 10% reported a second 
occupation in which shortages are looming. Almost all these 
shortages were current (73%) or expected to occur in the 
subsequent 12 months (12%). 

The most important reason cited for the shortages was lack 
of available training (29%). For many, there were simply not 
enough skilled people (22%) or demand for the skills exceeded 
supply (21%); since these two are similar responses, the 
proportion mentioning one or the other would probably make 
this the biggest cause of the shortages. Another 14% attributed 
the shortages to inadequate training programs, while only 6% 
felt that low wages were the cause. 

The most popular source of skilled employees was to hire 
them from other companies (19%). This was particularly 
popular in the construction industry (34%). After that, the 
region’s businesses rely most on the education system, notably 
technical schools (16%), community colleges (11%), industry 
associations (10%, mainly in the resource industries) and 
universities and colleges (9%). The respondents considered 
these institutions to be reasonably effective in meeting their 
training needs: 80% rated community colleges and employers 
as somewhat or very effective. They did not set much store by 
government programs, however, probably because there is 
limited awareness of what is available in this area; 52% rated 
provincial government training programs as somewhat or very 
effective, compared to 43% for federal programs. 

On-the-job training was mentioned as a source of skilled 
workers by only 8% of the respondents. Although 72% of the 
region’s businesses have some form of in-house training, almost 
half of them (42%) said they needed assistance and resources 
to do a proper job. 

There was little agreement on the best solution to the 
shortage of skilled workers. More than a quarter could not 
identify any useful steps that could be taken. For the most part, 
they suggested more of what already exists: more and better 
training programs, co-operative training between educational 
institutions and businesses and more education. 
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The road ahead for entrepreneurship 


wr this perspective in mind, the ultimate purpose of 
programs designed to assist the development of entre- 
preneurship can be delineated as follows: 

® to increase the number of people in the region who have 
the motivation and competence to start a new business; 

® to increase the rate of new business formation; 

@ to increase survival and growth rates of existing businesses; 
and 

® to enhance general economic growth through job creation, 
job preservation, innovation, import substitution, export 
development and wealth creating activity. 

The long-range objective is to create an environment in 
which entrepreneurship is widely perceived as an attractive and 
feasible career/employment option, to contribute to increased 
job creation, to increase the wealth generating ability of the 
region and to build the overall level of self-reliance and 
confidence of Atlantic Canadians. This can be achieved through 
the following initiatives: 


1. Programs that are designed to promote entrepreneurship, to 
profile local entrepreneurs, to reward and recognize existing entre- 
preneurial success. This will create greater awareness and 
interest in entrepreneurship as a viable employment alternative, 
enhancing its desirability, feasibility and social value. It will also 
create a more hospitable environment in the business world 
generally for entrepreneurial firms. 


2. Education programs (institutional and community based) that 
enhance awareness of entrepreneurship as a career option and 
expose people to the discipline and practice of venturing (including 
tools and techniques). Orientation and training programs can 
increase the knowledge, competence and ability of new 
entrepreneurs and decrease the failure rate. 


3. Counselling facilities that are accessible and effective. Firms 
that develop difficulties in the course of a growth spurt or a 
sharp setback, they need prompt assistance. These facilities 
need to be designed especially for small firms, whose needs are 
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quite different from those of larger firms. Effective counselling 
facilities can improve the survival rates of existing firms. 


4. Facilitation of entrepreneur networks. These can enhance the 
learning experiences of entrepreneurs and broaden the base of 
community resources and contacts, which, in turn, can help 
entrepreneurs acquire management and leadership skills as well 
as improve their market penetration. 


5. Co-ordination of all support services to entrepreneurs, with a 
view to making them much more accessible. There are already 
many valuable programs available to entrepreneurs, many of 
whom are not even aware of their existence. Since many 
entrepreneurs who are in trouble are not cognisant of their 
precise needs or where to go for help, they often need a co- 
ordinator to steer them in the right direction. 


6. Improving the availability of appropriate and accessible 
debt/equity financing instruments. By providing risk sharing with 
new entrepreneurs, governments can make it possible for 
people with ideas to develop them into opportunities. The 
largest market gap today is in startup funding. 


7. Continuing research efforts to develop a better understanding of 
the status and evolving nature of various aspects of entrepreneurial 
activity in the region. 


These are the tools of an entrepreneurship development 
program. They assume a partnership between government, the 
media, the education system, the financing community and the 
community at large in the development of the region through 
entrepreneurship. 

This report has shown that elements of a new wave of 
entrepreneurship are already in place in Atlantic Canada. It has 
demonstrated the role for entrepreneurship development as a 
primary tool in the economic development of the region. And 
it has shown the first signs of an emerging consensus between 
government and business on the priorities for this new 
approach to economic development. 
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ABOUT ACOA 


The Atlantic Canada Opportunities Agency (ACOA) is a 
federal government development agency established in 1987 to 
promote economic development throughout Atlantic Canada. 
ACOA seeks to stimulate the entrepreneurial spirit that exists 
in Atlantic Canada while promoting Atlantic Canadian products 
in domestic and foreign markets. 


ACOA sustains and fosters economic growth by working 
with small and medium-sized businesses as well as with not-for- 
profit economic partners such as universities, research institutes 
and business associations. ACOA provides people with 
business and financial support to help them successfully 
compete in the marketplace. In addition, ACOA manages the 
federal government’s regional development programs and plays 
a major role in shaping federal economic policy that affects the 
region. 


ACOA was originally set up with four very distinct mand- 
ates: 


ACTION: Small and medium-sized businesses can 
obtain financial assistance through the Action Program 
to carry out feasibility and market studies, design new 
products or develop new technology, undertake capital 
investments and implement marketing plans. 


COOPERATION: ACOA cooperates with the provin- 
cial and municipal governments, and with public 
institutions such as universities, research centres and 
industrial commissions to support private sector 
growth. This includes negotiating federal/provincial 
agreements that address a broad range of economic 
needs in Atlantic Canadian industries. 


COORDINATION: Coordinating the economic 
development efforts of the federal government as a 
whole in Atlantic Canada is part of ACOA’s mandate. 
These have been demonstrated through major projects 


such as Hibernia and alternatives to the closure of 
CFB Summerside. 


ADVOCACY: Advocating the interests of Atlantic 
Canadians when national economic policy and spend- 
ing decisions are being made is a primary focus of the 
Agency. ACOA ensures that local companies have a 
fair opportunity to bid on procurement contracts by 
providing a link between local suppliers and national 
purchasers. 


With its innovative mandate, and the experience it has 
gleaned over the years, ACOA is now in a unique position to 
address some of the fundamental issues that affect the econ- 
omic climate of Atlantic Canada. ACOA listens to what 
Atlantic Canadians have to say and has been flexible. ACOA 
recently developed new programs and enhanced existing ones 
to complement its original mandate, after extensive consulta- 
tions with the businesspeople of this region. These are: 


Marketing Assistance Program: to promote the devel- 
opment and use of professional marketing expertise to 
market Atlantic Canadian products; 


Atlantic Canada Supplier Development Program: to assist 
companies to compete for government contracts; 


Fisheries Alternatives Program: to assist in the economic 
diversification of communities affected by the downturn in 
the Atlantic fishery and create jobs for displaced workers; 


ACOA Action Loan Program: targeted at companies which 
have a great potential for growth and a need for larger 
amounts of assistance. 


As ACOA strives to continually respond to the demands of 
a changing economy, it has focused on key economic develop- 
ment issues in which it has a role to play: 


Innovation and Technology Transfer: a key to improving 
the region’s competitiveness; 


Entrepreneurship Development: to promote business 
ownership and self-employment as viable options; 


Trade and Investment Promotion: to increase the number 
of traders and the amount of strategic investment in 
Atlantic Canada; 


Human Resource Development: to foster a human resource 
development culture that advances the value of "human 
capital" 


Procurement and Industrial Benefits: to ensure that more 
high quality contracts and long-term industrial benefits flow 
to Atlantic industry; 


Program Development: improving program delivery will 
continue to be a priority, including reducing the 
. turnaround time on client applications. 


ACOA’s efforts hinge on the entrepreneurial and competi- 
tive spirit of Atlantic Canadians. ACOA can enhance the 
economic climate but the energy, creativity and know-how rests 
with the people of Atlantic Canada. Together, ACOA and 
Atlantic Canadians are progressing towards a more prosperous 
future. 
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